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SOUTH  ASIA,  A  PERIPHERAL  REGION 
By  Uttara  Sahasrahuddhe 

By  the  end  of  the  1980s,  many  of  these  regional  organizations  had 
been  weakened,  some  even  ceased  to  exist.  However,  regionalism 
received  a  renewed  impetus  after  the  end  of  the  Cold  War  and  with 
the  push  of  globalization.  Among  the  various  regions.  South  Asia 
comes  across  as  rather  exceptional.  The  regional  organization— South 
Asian  Association  for  Regional  Cooperation— came  into  existence  as 
late  as  in  1985.  Regional  cooperation  has  not  really  taken  off  even  two 
decades  after  the  formation  of  SAARC.  This  article  proposes  to  make 
an  overview  of  the  success,  failure  and  the  future  of  regionalism  in 
South  Asia.  It  argues  that  the  network  of  regional  organizations  in 
South  Asia  has  not  impacted  upon  the  regional  environment.  It  has  not 
contributed  to  creating  a  security  community,  nor  has  it  contributed 
to  evolving  developmental  complementarities.  South  Asia  continues 
to  remain  a  peripheral  region. 

INDONESIA'S  POLICY  OF  REMEMBRANCE  REGARDING  THE 
JAPANESE  OCCUPATION 

By  Boryano  Rickum 

This  article  aims  to  analyze  the  question  of  how  Indonesian  society 
remembers  the  Japanese  occupation  of  its  own  country.  It  aims  to 
introduce  the  'policy  of  remembrance'  in  Indonesia  regarding  the 
Japanese  period.  The  social  perception  and  valuation  of  those  historical 
events  currently  have  formed  a  topic  of  great  interest.  Indeed,  it  has 
been  nearly  six  decades  after  the  end  of  Japanese  regime  in  Indonesia. 
The  challenge  now  is  how  to  remember  tlie  events  from  1942  to  1945 
while  the  last  eyewitnesses  have  been  gone.  This  article  observes  that 
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the  majority  of  them  belongs  to  the  group  of  those  who  perceive  the 
Japanese  period  as  one  of  the  darkest  part  in  Indonesian  history —often 
even  much  darker  than  the  time  of  the  Dutch  colony.  Furthermore, 
one  can  observe  certain  dynamics  within  the  policy  of  remembrance 
as  the  case  of  'jugun  ianfu'  has  shown.  Those  dynamics  or  changes 
within  the  social  and  cultural  memory  mostly  are  irutialized  through 
particular  events.  So  far  as  already  exarruned,  the  collective  one  is 
stable  against  quick  changes.  It  often  turned  out  to  be  difficiilt  to 
differentiate  the  collective  from  the  cultural  memory  because  the  latter 
seems  to  support  historical  or  political  myths  rather  than  to  critically 
examine  them. 

MICROFINANCE  DEVELOPMENT  IN  INDONESIA:  CHALLENGE 
AND  POLICY  ISSUES 

By  Agus  Nugroho 

The  objective  of  this  paper  is  to  examine  challenges  and  policy 
issues  associated  with  the  microfinance  development  in  Indonesia. 
It  investigates  the  contributing  role  of  microfinance  in  shaping  the 
financial  system  of  Indonesia.  This  is  followed  by  a  section  examining 
the  institutional  characteristics  of  the  microfinance  industry  in 
Indonesia.  The  paper  also  discusses  the  impact  of  microfinance  policy 
bias  towards  the  commercial  practices  of  microbank.  This  paper  results 
in  the  following  policy  implications  from  the  view  of  nrdcrofinance 
practitioners,  policymakers  and  scholars.  Firstly,  with  regard  to  the 
heterogeneous  nature  of  the  microfinance  industry,  the  industry 
does  not  constitute  homogenous  institutions;  instead  it  consists  of  a 
variety  of  MFIs  covering  formal,  semi-formal  and  informal.  Secondly, 
microbank  policy  intervention  should  not  only  focus  on  financial 
aspects  but  also  the  outreach  capability  of  serving  poor  clients.  Thirdly, 
it  is  vital  for  microfinance  practitioners,  such  as  cooperative  leaders, 
microfinance  NGOs  and  microbank  officers  to  continuously  create 
financial  innovations  of  serving  poor  clients.  Fourthly,  goverrunent 
microcredit  programs  should  be  linked  with  the  existing  networks 
of  the  rural  commimity  including  religious  organizations,  self-help 
groups,  and  micro-enterprise  associations. 
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REGIONAL  STRATEGY  FOR  A  NUCLEAR- 
WEAPON-FREE  ZONE:  THE  ASEAN  CASE- 

C.P.F.  LuhuUma 


//TV    Tuclear,  biological  and  chemical  arms  are  the  most 
I  °^      weapons.  Designed  to  terrify  as  well 

-L  N  as  to  destroy,  they  can,  in  the  hands  of  states  or  non- 
state  actors,  cause  destruction  on  a  vastly  greater  scale  than  any 
conventional  weapons,  and  their  impact  is  far  more  indiscriminate 
and  long-lasting. 

Weapons  of  mass  destruction  cannot,  however,  be  iminvented. 
They  can,  however,  be  outlawed,  as  biological  and  chemical 
weapons  already  have  been.  And  their  use  can  be  made  unthinkable. 
Compliance,  verification  and  enforcement  rules  can  be  effectively 
applied  with  the  requisite  will.  And  with  that  will  even  the  eventual 
elimination  of  nuclear  weapons  is  not  beyond  the  world's  reach. 

Disarmament  and  non-proliferation  are  best  pursued  through 
a  cooperative  rule-based  international  order,  applied  and  enforced 
through  effective  multilateral  institutions,  with  the  UN  Security 
Coimcil  as  the  ultimate  global  authority."^ 

"The  best  solution  to  the  problem  of  proliferation  of  WMD  is  that 
countries  should  no  longer  feel  they  need  them.  If  possible,  political 
solutions  should  be  found  to  the  problems  which  lead  them  to  seek 

1  Updated  version  of  a  paper  delivered  at  the  Seventh  Meeting  of  the'  CSCAP 
Study  Group  on  Countering  the  Proliferation  of  Weapons  of  Mass  Destruction  in 
the  Asia  Pacific,  Rex  Hotel,  Ho  Chi  Minh  City,  Vietnam,  27  May  2008 

2  Weapons  of  Terror.  Freeing  the  World  of  Nuclear,  Biological  and  Chemical  Arms. 
The  Weapons  of  Mass  Destruction  Commission,  http://www.wmdcommission. 
org 
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WMD.  The  more  secure  countries  feel,  the  more  likely  they  are  to 
abandoii  programmes:  disarmamer\t  measures  can  lead  to  a  virtuous 
circle  just  as  weapons  programmes  can  lead  to  an  arms  race.  To  this 
end,  we  must  actively  foster  the  establishment  of  regional  security 
arrangements  and  regional  arms  control  and  disarmament  processes. 
Our  dialogue  with  the  cotmtries  concerned  should  take  account  of 
the  fact  that  in  many  cases  they  ha^^e  real  and  legitimate  security 
concerns,  with  the  clear  understanding  that  there  can  never  be  any 
justification  for  the  illegal  development  of  WMD.  We  will  encourage 
these  countries  to  renounce  the  use  of  technology  and  facilities  which 
might  cause  a  particular  risk  of  proliferation."^ 

INTRODUCTION 

The  Southeast  Asia  Nuclear-Weapon-Free  Zone  (SEANWFZ)  of 
1995  is  ASEAN's  first  impetus  to,  as  cited  above,  "actively  foster  the 
establishment  of  regional  security  arrangements  and  regional  arms 
control  and  disarmament  processes",  to  outlaw  "nuclear,  biological 
and  chemical  arms"  in  the  region  and  make  their  use  "unthinkable" 
in  Southeast  Asia.  It  is  ASEAN's  endeavor  to  move  beyond  its  own 
protection  of  national  sovereignty  by  solliciting  international  support 
and  cooperation  to  respond  to  a  very  crilical  security  concern. 

ASEAN's  initiative  to  establish  such  a  zone  was  based  on  the 
1971  Declaration  of  establishing  a  Zone  of  Peace  Freedom  and 
Neutrality  in  Southeast  Asia.  This  Declaration  was  soon  followed  by 
the  formulation  of  14  guidelines  which  serve  as  a  "code  of  conduct" 
in  the  region.  These  guidelines,  developed  by  a  Committee  of  Senior 
Officials,  were  agreed  upon  at  the  VI  ASEAN  Ministerial  Meeting  in 
Pattaya,  in  April  1973.  The  eleventh  guideline  that  specifically  refers 
to  a  nuclear  free  zone  reads:  "Prohibition  of  the  use,  storage,  passage 
or  testing  of  nuclear  weapons  and  their  components  within  the  zone, 

"4 


3  Basic  Principles  for  an  EU  Strategy  against  Proliferation  of  Weapons  of  Mass 
Destruction,  eu_sec_strategy.pdf,  http://europa.eu/index  en.hlTn 

4  C.P.F.  Luhulima,  "Overview  of  ASEAN's  Political  and  Security  Cooperation", 
Indonesian  Quarterly  .  31,  no.  3  (2003):  285. 
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The  NWFZ  initiative  achieved  global  recognition  in  1975  when 
the  United  Nations  adopted  a  formal  definition  for  NWFZ.  According 
to  United  Nations  General  Assembly  resolution  3472  B,  these  zones 
must  correspond  only  to  those  nations  within  the  clearly  specified 
application  regions;  recognize  the  full  and  complete  absence  of 
nuclear  materials  in  the  application  zone;  establish  a  verification  and 
control  system  for  their  nuclear  facilities;  and  be  formally  recognized 
by  the  General  Assembly.^ 

THE  1995  TREATY  ON  THE  SOUTHEAST  ASIA  NUCLEAR 
WEAPON  FREE  ZONE 

The  Preamble  to  the  1995  Treaty  calls  to  mind  the  1971  Kuala 
Lumpur  Declaration  on  ZOPFAN  and  its  Programme  of  Action  of  1993 
on  the  realization  of  the  1971  Declaration.  It  asserts  that  the  NWFZ  is 
an  essential  component  of.ASEAN's  ultimate  objective  to  transform 
Southeast  Asia  into  a  Zone  of  Peace,  Freedom  and  Neutrality.  The 
preamble  also  identifies  the  legal  basis  of  the  Treaty  in  Article  VU 
of  the  Nuclear  Non-Proliferation  Treaty  (NPT),  which  recognizes  the 
right  of  any  group  of  States  to  conclude  regional  treaties  in  order 
to  secure  the  total  absence  of  nuclear  weapons  in  their  respective 
territories,  and  several  other  international  instruments  including  the 
UN  General  Assembly  resolutions. 

Article  1  (a)  and  (b)  of  the  Treaty  provide  that:  (a)  "Southeast  Asia 
Nuclear  Weapon-Free  Zone",  hereinafter  referred  to  as  the  "Zone", 
means  the  area  comprising  the  territories  of  all  States  in  Southeast 
Asia,  namely,  Brunei  Darussalam,  Cambodia,  Indonesia,  Laos, 
Malaysia,  Myanmar,  Philippines,  Singapore,  Thailand  and  Vietnam, 
and  their  respective  continental  shelves  and  Exclusive  Economic 
Zones  (EEZ);  (b)  "territory"  means  the  land  territory,  internal  waters, 
territorial  sea,  archipelagic  waters,  the  seabed  and  the  sub-soil  thereof 
and  the  airspace  above  them. 


5    Adam  Shapiro,Nuclear-Weapon-Free  Zones.  The  Solution  to  Nuclear  Dis- 
armament? http://www.un.org/Pubs/chronicle/2004/webArticles/081204  nwfz.asp 
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Article  2(1)  of  the  Treaty  reads:  "This  Treaty  and  its  Protocol  shall 
apply  to  the  territories,  cor\tinental  shelves,  and  EEZ  of  the  States 
Parties  within  the  Zone  in  which  this  Treaty  is  in  force."^ 

In  this  respect  the  Southeast  Asian  NWFZ  differs  significantly 
from  other  NWFZs:  it  includes  in  the  geographical  definition  of  the 
Zone  the  continental  shelf  and  the  EEZ  of  the  States  party  to  the  treaty. 
However,  Article  2(2)  of  the  Treaty  does  not  prejudice  the  right  or  the 
exercise  of  these  rights  "by  any  State  ...  in  particular  with  regard  to 
freedom  of  the  high  seas,  rights  of  innocent  passage,  archipelagic  sea 
lanes  passage  or  transit  passage  of  ships  and  aircraft,  and  consistent 
with  the  Charter  of  the  United  Nations".'' 

ASEAN's  SEANWFZ  has  two  key  components  to  effectively  fence 
off  the  Southeast  Asia  region  from  nuclear  weapons:  ASEAN  is  not  to 
develop,  manufacture  or  acquire,  possess  or  have  control  over  nuclear 
weapons.  It  is  not  to  station  nuclear  weapons  in  the  region  or  test  or 
use  nuclear  weapons  anywhere  inside  or  outside  the  treaty  zone.  It 
is  neither  to  take  any  action  to  assist  or  encourage  the  manufacture 
or  acquisition  of  any  nuclear  explosive  device  by  any  state;  not  to 
provide  source  or  special  fissionable  materials  or  equipment  to  any 
non-nuclear  weapon  state  (NNWS),  or  any  nuclear  weapon  state 
(NWS)  imless  subject  to  safeguards  agreements  with  the  International 
Atomic  Energy  Agency  (IAEA).  The  Treaty  also  serves  to  prevent  the 
stationing  of  any  nuclear  explosive  device  in  the  territory  of  States 
Parties;  and  to  thwart  the  testing  of  any  nuclear  explosive  device.^ 

The  second  component  concerns  radioactive  material  or  wastes. 
States  Parties  agreed  not  to  dispose  radioactive  material  or  wastes  at 
sea,  nor  discharge  them  into  the  atmosphere.  They  also  agreed  not  to 
dispose  radioactive  material  or  wastes  on  land,  except  in  accordance 


6  Treaty  on  the  Southeast  Asia  Nuclear  Weapons-Free  Zone,  Bangkok,  15  December 
1995. 

7  Article  2,  2 

8  See  also  The  Treaty  on  Southeast  Asia  as  a  Nuclear  Weapon  Free  Zone  (Bangkok 
Treaty,  1995),  Issues  on  The  Establishment  &  Implementations  of  The  South-East 
Asia  Nuclear  Weapon-Free  Zone,  www.mint.gov.my/MY/index2.php?option=com 
content&do  pdf=l&id=116 
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with  IAEA  standards  and  procedures,  nor  to  allow  other  States  to  do 
so  in  their  territories.  These  components  in  essence  "prohibit  the  use, 
storage,  passage  or  testing  of  nuclear  weapons  and  their  components 
within  the  zone". 

The  Treaty,  however,  does  not  prejudice  the  rights  of  the  States 
Parties  to  use  nuclear  energy  for  their  economic  development  and 
social  progress.^ 

As  is  the  case  with  otlier  nuclear  weapon-free  zone  treaties,  the 
SEANWFZ  Treaty  also  incorporates  a  Protocol  to  be  acceded  to  by 
the  five  nuclear  weapon  States,  which  are  recognised  as  such  under 
the  provisions  of  paragraph  3  of  Article  IX  of  the  Treaty  on  the  Non- 
Proliferation  of  Nuclear  Weapons  (NPT),  i.e.  the  People's  RepubUc  of 
China,  France,  the  Russian  Federation,  the  United  Kingdom  of  Great 
Britain  and  Northern  Ireland  and  the  United  States  of  America.  With 
the  SEANWFZ  Treaty,  Southeast  Asia  becomes  the  fifth  geographic 
area  to  be  declared  a  zone  free  of  nuclear  weapons,  which  directly 
bars  the  further  deployment  by  NWS  of  their  existing  nuclear 
weapons,  and  which  stops  at  least  one  form  of  horizontal  proliferation 
(or  deployment).  In  addition  to  SEANWFZ,  the  Antarctic  Treaty  the 
Treaty  of  Tlatelolco  (covering  Latin  America  and  the  Caribbean),  the 
Treaty  of  Rarotonga  (the  South  Pacific)  and  the  Treaty  of  Pelindaba 
(Africa)  have  thus  transformed  most  of  the  Southern  Hemisphere  into 
a  Nuclear  Weapon  Free  Zone.^"  Hans  Blix,  has  the  following  to  say 
about  nuclear  weapons  free  zones: 

All  NWFZs  represent  the  "building  block"  approach  to  detente,  arms  control 
and  disarmament  and  the  eventual  elimination  of  nuclear  weapons.  The  aim  of 
each  is  to  ensure  that  the  relevant  area  is  freed  from  the  threat  of  nuclear  war, 
through  specific  or  additional  guarantees  against  "horizontal"  proliferation  in  a 
given  region  and  by  insulating  the  countries  of  the  zone  against  any  nuclear- 
weapon  State  action  which  would  be  incompatible  with  the  underlyiag  treaty  or 
agreement. 


9  Article  4.  Use  of  Nuclear  Energy  for  Peaceful  Purposes 

10  Howard  Diamond,  SEANWFZ  Enters  Into  Force;  U.S.  Considers  Signing  Protocol, 
http://www.annscontrol.org/act/1997  04/SEANFWZ.asp?print 
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One  of  the  common  characteristics  of  all  these  treaties  or  arrangements 
is  the  parties'  undertakings  to  conclude  with  the  IAEA  agreements 
for  the  application  of  safeguards  on  all  of  their  respective  peaceful 
nuclear  activities  -  present  and  future  (so-called  "full  scope"  or 
"comprehensive"  safeguards  agreements). 

Politically,  SEANWFZ  is  thus  meant  to  discourage  parties  to 
the  Treaty  from  acquiring  nuclear  weapons  and  from  involving 
themselves  in  forward  deployment  of  nuclear  weapon  systems  of  the 
Nuclear  Weapon  States.  Militarily  SEANWFZ  is  an  area-denial  to  the 
deployment  of  nuclear  weapons  of  the  NWS  and  is  as  such  a  direct 
challenge  to  their  grand  interests. 

Indonesia  and  Malaysia  were  the  first  ASEAN  countries  to 
recommend  the  establishment  of  a  Southeast  Asia  Nuclear  Weapon 
Free  Zone  (SEANWFZ)  in  the  mid-1980s.  Opposition  from  some 
ASEAN  members,  however,  slowed  the  drafting  of  a  proposed  treaty. 
Finally,  on  15  December  1995  aU  ten  Southeast  Asian  states  signed  the 
SEANWFZ  Treaty  at  the  ASEAN  Summit  in  Bangkok. 

ESTABLISHMENT  OF  SEANWFZ  COMMISSION 

On  29  July  2007,  in  Manila,  the  ASEAN  Foreign  Ministers  met 
to  review  the  implementation  of  the  Treaty  and  to  consider  a  plan 
of  action  to  further  enhance  cooperation  among  State  Parties  as  well 
as  non-states  parties,  particularly  the  Nuclear  Weapon  States.  They 
conducted  a  thorough  assessment  of  the  implementation  of  the  Treaty 
during  the  10  years  since  it  entered  into  force  in  1997.  They  were 
grateful  for  the  ASEAN  Secretariat  in  preparing  the  Stocktaking  Paper 
on  the  Implementation  of  the  SEANWFZ  Treaty,  and  were  "pleased 
to  note  that  the  State  Parties  have  abided  by  their  responsibilities  and 
obligations  under  the  Treaty". 

The  SEANWFZ  Treaty  establishes  a  Commission  (which  in 
turn  has  a  subsidairy  organ,  an  Executive  Committee)  to  oversee  its 


11  Hans  Blix,  General  Director  of  the  IAEA,  The  IAEA  full  scope  Safeguards 
Agreements  and  compliance  with  them  by  Parties  to  the  Nuclear  Weapon-Free 
Zones,  http://www.opanal.org/Articles/Aniv-30/blix.htm 
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implementation,  further  enhance  and  promote  the  Southeast  Asia  \ 

Nuclear  Weapon-Free  Zone  and  resolves  to  undertake  the  following  ' 

measures  under  the  Plan  of  Action  for  the  period  of  2007-2012:  | 

•  Ensure  compliance  with  our  undertakings  under  the  i 
SEANWFZ  Treaty,  including  accession  to  the  International  i 
Atomic  Energy  Agency  (IAEA)  safeguards  agreements  and  ' 
related  instruments;  ■ 

•  Continue  close  consultations  to  pursue  the  accession  of  aU  ' 
five  nuclear  weapon  states; 

•  Seek  cooperation  with  the  IAEA,  other  international  and 
regional  bodies,  other  Nuclear  Weapon-Free  Zones,  Dialogue  | 
Partners  and  other  friendly  states,  in  developing  a  legal  | 
framework  to  meet  international  standards  on  nuclear  safety  | 
establishing  regional  networks  for  early  notification  of  nuclear 
accidents,  developing  a  regional  emergency  preparedness 
and  response  plan  and  strengthening  capacity  building  in  the  i 
region  on  nuclear  safety  issues;  i 

•  Jointly  draw  up  specific  work  programs/projects  to  implement  i 
the  Plan  of  Action.^^  | 

The  key  question  in  this  issue  is  whether  the  Commission  and  the  | 

Executive  Committee  will  be  capable  of  managing  the  new  chaUenges  | 

of  the  dramatic  changes  in  the  international  environment  since  the  i 

Bangkok  Treaty.  In  1997,  the  use  of  nuclear  energy  in  Southeast  Asia  j 

was  theoretical-now  "the  prospect  is  real"."  At  the  6^^  meeting  of  ' 

the  CSCAP  Study  Group  in  Jakarta  the  critical  question  was  raised  { 

whether  the  disparity  between  treaty  signatories  and  the  NWS  has  ' 

narrowed,  or  conversely,  whether  it  has  widened.  j 

The  Plan  of  Action  succinctly  stipulates  tliat  ASEAN  has  to  accede  ' 

to  lEAE  safeguard  agreements  and  related  instruments  and  further  ■ 


12  Joint  Statement  on  the  Commission  for  the  Treaty  on  the  Southeast  Asia  Nuclear 
Weapon-Free  Zone,  Manila,  30  July  2007,  hllp.7/www.aseansec.org/20776.htTn 

13  Chairmen's  Report  (FINAL),  Sixth  MeeHng  of  tlie  CSCAP  Shidy  Group  on 
Countering  the  Proliferation  of  Weapons  of  Mass  Destruction  in  the  Asia  Pacific, 
Jakarta,  Indonesia  9-10  December  2007. 
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develop  cooperation  with  lEAE  and  a  host  of  international  and 
regional  institutions.  Each  State  Party  "shall  conclude  an  agreement 
with  the  IAEA  for  the  application  of  full  scope  safeguards  to  its 
peaceful  nuclear  activities  not  later  than  eighteen  months  after  the 
entry  into  force  for  that  State  Party  of  the  Treaty".^* 

An  essential  task  that  ASEAN  will  have  to  pursue  is  the  accession 
of  all  five  nuclear  weapon  states  to  the  Treaty. 

THE  US  AND  CHINESE  POSITIONS  ON  THE  SEANWFZ 

It  was  in  1993  that  US  Secretary  of  State  Christopher  told  ASEAN 
that  the  United  States  was  prepared  to  take  a  fresh  look  at  SEANWFZ, 
but  would  need  to  see  a  draft  of  a  treaty.  President  Clinton  sent  a 
letter  in  early  February  1995  to  President  Soeharto  of  Indonesia  in 
which  he  stated  that  the  United  States  would  be  willing  to  consider 
favorably  a  SEANWFZ  treaty,  in  the  context  of  its  conformity  with  US 
longstanding  criteria.  After  the  transmission  of  the  Treaty  the  United 
States  explained  to  the  ASEAN  states  that  the  text  of  the  Treaty  and 
Protocol  does  not  meet  the  US's  fundamental  concerns,  and  that  these 
trepidations  must  be  addressed  if  ASEAN  wishes  the  United  States  to 
give  serious  consideration  to  sigrung  the  Protocol.^^ 

In  subsequent  discussions  with  ASEAN  on  the  protocol,  the 
United  States  have  focused  on  four  issues  of  concern:  first  is  the 
question  of  the  treaty's  consistency  with  the  1982  UN  Convention 
on  the  Law  of  the  Sea  and  its  principles  of  freedom  of  navigation; 
second,  the  precise  nature  of  the  legally  binding  negative  security 
assurances  (NSAs)  made  by  the  parties;  third,  the  tolerability  of  port 
calls  by  ships  which  may  contain  nuclear  weapons;  and  fourth,  the 
procedural  rights  of  the  protocol  parties  before  the  treaty's  various 
executive  bodies.^^ 


14  Article  5,  IAEA  Safeguards 

15  Southeast  Asia  Nuclear  Weapon  Free  Zone  (SEANWFZ),  Treaty  of  Bangkok, 
http://www.fas.org/nuke/control/seanwfz/index.hLTnl 

16  Howard  Diamond,  SEANWFZ  Enters  Into  Force;  U.S.  Considers  Signing  Protocol, 
http://www.armscontrol.org/act/1997  04/SEANFWZ.asp?print 
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The  US  considers  itself  the  most  negatively  affected  NWS  as 
SEANWFZ  encroaches  on  its  naval  and  air  power  projections  in  the 
Southeast  Asia  sea  lanes  and  on  its  port  calls  and  access  to  airfields 
in  the  region.  It  raised  a  significant  objection  to  the  inclusion  of 
Exclusive  Econoniic  Zones  (EEZ's)  and  continental  shelves  in  the 
nuclear-weapon  free  zone,  particularly  on  the  issue  of  the  freedom 
of  the  high  seas  as  embodied  in  the  United  Nations  Convention  on 
the  Law  of  the  Sea  (UNCLOS).  The  US  also  raised  the  issue  of  the 
continental  shelves  and  EEZ's  which  have  not  clearly  delineated  in 
the  South  China  Sea,  and  which  generated  imcertainty  over  the  scope 
of  the  SEANWFZ  Treaty  as  well  as  the  Treaty's  Protocol  obHgations. 

Other  concerns  raised  by  the  US  include  the  precise  nature  of 
the  legally  binding  negative  security  assurances  to  be  expected  of  the 
Parties  to  the  Treaty  Protocol,  the  alleged  ambiguity  of  the  Treat/s 
language  concerning  the  permissibility  of  port  calls  by  ships  which 
may  carry  nuclear  weapons,  and  the  procedural  rights  of  Protocol 
Parties  to  be  represented  before  the  various  executive  bodies  set  up 
by  the  Treaty  to  ensure  its  implementation.^'' 

However,  the  SEANWFZ  Treaty  provides  that  the  establishment 
of  an  NWFZ  in  Southeast  Asia  will  not  affect  port  calls,  transit  and 
overflights  by  nuclear-armed  vessels  and  aircraft  or  innocent  passage 
through  archipelagic  waters  of  the  zone,  "it  can  be  said  that  the  zone 
of  application  of  the  Treaty  is  not  intended  to  affect  the  law  of  the  sea 
regime  of  navigation". "The  concern  of  the  NWS  about  the  effects 
of  an  NWFZ  for  Southeast  Asia  seemed  to  have  stemmed  from  the 
tendency  of  certain  States  of  the  region  to  narrowly  interpret  the  right 
of  transit  and  archipelagic  sea  lanes  passage."^^ 


17  Issues  on  the  Establishment  and  Implementation  of  the  Treaty  on  the  South-east 
Asia  Nuclear  Weapon-Free  Zone  (SEANWFZ),  Malaysian  Institute  for  Nuclear 
Technology  Research  (MINT)  http://www.mint.gov.my/MY/  - 

18  Surya  P.  Subedi,  "Problems  and  Prospects  for  the  Treaty  on  the  Creation  of  a 
Nuclear-Weapon-Free  Zone  in  Southeast  Asia,"  Tlic  littcnmtiotial  Journal  of  Peace 
Studies,  4  .http://www.gmu.edu/academic/ijps/vol4  1/subedi.htm 

19  Ibid. 
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Conversely,  the  question  was  raised  why  the  NWS  should 
(differently  interpret  the  SEANWFZ  in  comparison  to  the  Treaty  of 
Tlatelolco  and  Raratonga  when  in  October  1995  France,  the  UK  and 
the  US  at  the  1995  NPT  Review  and  Extension  Coriference  formally 
stated  that 

Internationally  recognized  nuclear  weapon  free  zones,  on  the  basis  of  arrangements 
freely  arrived  among  the  States  of  the  region  concerned,  can  contribute  to 
international  peace  and  security.  The  1995  NPT  Reviev^r  and  Extension  Conference 
recognised  ttds  fact  and  encomaged  the  creation  of  such  zones  as  a  matter  of 
priority.  The  Conference  also  recognized  that  the  cooperation  of  all  the  nuclear 
weapons  States  and  their  respect  and  support  for  the  relevant  protocols  are 
necessary  for  the  necessary  for  the  maximum  effectiveness  of  such  nuclear 
weapon  free  zones  and  the  relevant  protocols.^" 

China  seems  to  benefit  more  from  SEANWFZ  as,  in  its  view,  the  Zone 
restricts  the  manoeuverability  of  its  NWS  rivals  in  what  it  sees  as  its 
historical  "sphere  of  influence". 

At  the  First  Meeting  of  the  CSCAP  Study  Group  on  Countering 
the  Proliferation  of  Weapons  of  Mass  Destruction  in  the  Asia  Pacific 
(Singapore,  27-28  May  2005)  Wu  Xingzuo  from  CSCAP  China  stated 
that  there  is  apprehension  about  the  policies  of  nuclear  weapons  states 
(NWS),  and  especially  those  of  the  US,  which  demanded  that  non- 
nuclear  weapons  states  (NNWS)  adopt  tighter  controls  on  nuclear 
programs  yet  refused  to  take  concrete  measures  to  eliminate  their 
own  arsenals. 

The  key  to  the  success  of  the  global  nonproliferation  order,  Wu 
continued,  is  that  they  must  be— and  be  seen  to  be— legitimate. 
They  must  be  firmly  grounded  in  international  law.  To  ensure  such 
legitimacy,  Wu  further  argued  that  nonproliferation  should  be  the 
core  of  WMD  nonproliferation  efforts,  and  the  NPT  should  assume  the 
primary  role.  To  that  end,  Wu  specifically  called  on  the  US  to  formalize 
its  current  nonproliferation  efforts  and  engage  other  countiies  to  get 
them  adopted.^^ 


20  Cited  in  Subedi,  4. 

21  First  Meeting  of  the  CSCAP  Study  Group  on  Countering  the  Proliferation  of 
Weapons  of  Mass  Destruction  in  the  Asia  Pacific  (Singapore,  27-28  May  2005), 
Status  of  Global  Nonproliferation  Norms 
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Thus  far,  neither  the  US  nor  China  have  signed  the  Protocol  to  the 
SEANWFZ  Treaty  because  both  object  to  the  inclusion  of  continental 
shelves  and  EEZ.  They  also  object  to  the  restriction  of  not  to  use 
nuclear  weapons  within  the  zone;  or  from  within  the  zone  against 
targets  outside  the  zone,  and  to  the  restriction  on  the  passage  of 
nuclear-powered  ships  through  the  zone  vis-a-vis  the  issue  of  the 
high  seas  as  embodied  in  the  UN  Convention  on  the  Law  of  the  Sea 
(UNCLOS). 

The  NWS  further  raised  the  issue  of  the  continental  shelves  and 
EEZ  not  being  clearly  defined  in  the  South  China  Sea,^  which  thus 
creates  ambiguity  over  the  scope  of  the  treaty  as  well  as  the  treat/s 
protocol  obligations.  The  United  States  also  expressed  concerns  with 
the  nature  of  the  legally  binding  negative  security  assurances  to  be 
expected  of  the  parties  to  the  protocol,  the  alleged  ambiguity  of  the 
treaty's  language  concemiiig  the  permissibility  of  port  calls  by  ships, 
which  may  carry  nuclear  weapons,  and  the  procedural  rights  of  the 
parties  to  the  protocol  to  be  represented  before  the  various  executive 
bodies  set  up  by  the  treaty  to  ensure  its  implementation.^^ 

This  has  also  been  China's  main  concem.^^  China  supports 
ASEAN's  efforts  in  establishing  the  Southeast  Asian  Nuclear  Weapons 
Free  Zone  (SEANWFZ)  and  is  ready  to  sign  the  Protocol  to  accede 
the  Treaty  of  SEANWFZ  as  it  has  said  on  many  occasions.  However, 
China  shares  the  same  concerns  as  the  other  four  Nuclear  Weapons 
States  and,  therefore,  hopes  that  ASEAN  could  address  them.^^ 
ASEAN  is  still  debating  "whether  to  push  China  to  sign  the  Protocol 
first  to  become  an  example  for  the  other  NWS  or  wait  until  all  of  them 


22  C.f.  the  US  position  on  p.  6  above 

23  Inventory  of  International  Nonproliferation  Organizations  and  Regimes,  Center 
for  Nonproliferation  Studies,  Southeast  Asia  Nuclear-Weapon-Free  Zone  Treaty 
(Treaty  of  Bangkok) 

24  See  page  7  above 

25  ASEAN  40"'  Ministerial  Meeting,  ASEAN  -  Cl-vina  Dialogue  Relations,  http:// 
www.40amm.org.ph/asean  cliina.asp 
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agree  to  ASEAN's  concept  of  a  NWFZ",  said  Hassan  Wirayudha, 
Indonesian  foreign  miruster.^^ 

THE  ISSUE  OF  ACCESSION  OF  THE  NWS  TO  THE  SEANWFZ 

And  indeed,  negotiations  for  the  accession  of  the  NWS  to  the 
Protocol  have  run  into  difficulties  due  to  certain  provisions  in  the 
Treaty.  The  provision  on  negative  security  assurances  (NSA)  among 
the  NWS  in  Article  2  of  the  Protocol  to  the  Treaty  is  considered  by 
most  NWS  as  "the  single  most  difficult"  issue.  However,  Article  2(2) 
states  that: 

Nothing  in  this  Treaty  shall  prejudice  the  rights  or  the  exercise  of  these  rights  by 
any  State  under  the  provisions  of  the  United  Nations  Convention  on  the  Law  of 
the  Sea  of  1982,  in  particular  with  regard  to  freedom  of  the  high  seas,  rights  of 
innocent  passage,  archipelagic  sea  lanes  passage  or  transit  passage  of  ships  and 
aricraft,  and  consistent  with  the  Qharter  of  the  United  Nations. 

Article  2(2)  thus  addres^s  the  zone  of  application  of  the  Treaty,  which 
goes  beyond  the  territories  to  include  the  continental  shelves  (CS)  and 
200-mile  exclusive  economic  zones  (EEZ)  of  the  States  Parties  within 
the  Zone  "and  its  implications  on  territorial  disputes  and  legal  and 
ocean  policy". 

As  regards  the  perceived  potential  conflict  between  Articles  3(2) 
and  7  of  the  Treaty,  between  what  the  Treaty  prohibits  and  the  right 
of  a  State  Party  to  decide  for  itself  whether  to  allow  port  visits  and 
transit.  Article  3(2)  of  the  Treaty  does  not  require  the  State  Party  to 
prohibit  the  transport  of  nuclear  weapons  through  its  territory  "by 
any  other  State",  provided  that  the  transportation  is  permissable 
imder  the  1982  Convention  on  the  Law  of  the  Sea.^'' 

Earlier,  in  the  process  of  establishing  the  Zone,  the  SEANWFZ 
Drafting  Committee  held  that  the  negative  security  assurance  (NSA) 


26  "Menlu,  China  siap  jadi  negara  Nuklir  pertama  yang  aksesi  SEANWFZ", 
KapanLagi.com,  30  Juli  2007,  http://www.kapanlagi.eom/h/0000183946.html 

27  See  also  Subedi,  4;  M.  Abad,  "A  nuclear  weapon-free  Southeast  Asia  and  its 
continuing  strategic  significance".  Contemporary  Southeast  Asia,  1  August  2005,  8 
ff.,     http://www.accessmylibrary.com/comsite5/bin/aml  landing  tt.pl?purchase 
type=ITM&item  id=0286-12032102&action=print&page=aml  article  print 
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to  be  given  to  States  Parties  to  the  Treaty,  would  be  meaningless  if  it 
was  extended  to  NWS  as  well  when  they  are  in  the  Zone.  Most  NWS 
were  against  this  "supposedly  unprecedented  and  unique  provision". 
Some  of  them  have  expressed  concern  that  the  Zone  might  serve  as  a 
sanctuary  to  NWS  that  are  not  parties  to  the  Protocol  to  the  SEANWFZ 
Treaty.  The  NWS  have  argued  that  they  have  already  given  security 
assurances  against  the  use  of  nuclear  weapons  to  non-nucleai'-weapon 
states  (NNWS)  that  are  Parties  to  the  NFT"^',  and  thus  need  not  give 
specific  assurances  under  SEANWFZ. 

Furthermore,  the  common  stance  was  that  the  perceived  conflict 
between  Articles  3.22^  and  7  of  the  Treaty  had  been  resolved  by  the 
wording  of  Article  7  as  follows: 

"Each  State  Party,  on  being  notified,  may  decide  for  itself  whether  to  allow  visits 
by  foreign  ships  and  aircraft  to  its  ports  and  airfields,  transit  of  its  airspace  by 
foreign  aircraft,  and  navigation  by  foreign  ships  through  its  territorial  sea  or 
archipelagic  waters  and  overflight  of  foreign  aircraft  above  those  waters  in  a 
manner  not  governed  by  the  rights  of  innocent  passage,  archipelagic  sea  lanes 
passage  or  transit  passage". 

Thus  in  the  face  of  the  "neither  confirm  not  deny"  policy  of  NWS, 
the  phrase  "on  being  notified"  was  inserted.  "But  the  insertion  of  that 
phrase  simply  imposed  a  requirement  to  be  met  by  f >rWS  aiiJ  did  not 
fully  settle  the  question  whether  Article  3.2  could  inhibit  the  exercise 
of  the  right  to  decide  for  itself  under  Article  7.  Most  NWS  continue  to 
question  the  compatibility  of  these  two  pro  visions". 

On  this  issue  there  is  also  a  difference  of  opinion  within  ASEAN 
itself.  Hassan  Wirayudha  elaborated  on  the  issue  of  allowing  ships 
carrying  nuclear  weapons  visiting  the  ports  of  member  states  and 
navigation  through  its  territorial  sea  or  achipelagic  waters.  ASEAN 


28  Ibid.,  which  is  UNSC  S/1995/261,  S/1995/262,  S/1995/263,  S/1995/264,  S/1995/265. 

29  2.  Each  State  Party  also  undertakes  not  to  allow,  in  its  territory,  any  other  State 
to: 

(a)  develop,  manufacture  or  otherwise  acquire,  possess  or  have  control  over 
nuclear  weapons; 

(b)  station  nuclear  weapons;  or 

(c)  test  or  use  nuclear  weapons. 

30  M.  Abad,  8. 
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should  as  far  as  possible  limit  those  port  calls,  since  "visiting  means 
they  are  in  our  territorial  waters".  This  still  is  a  problem  between  the 
majority  of  ASEAN  members  and  Singapore,  despite  Article  7  of  the 
Treaty.  For  Hassan,  the  need  of  SEANWFZ  is  essentially  to  reduce 
nuclear  weapon  systems  and  their  total  removal  as  stipulated  by 
IAEA,  which  is  that  nuclear  technology  development  should  not  lead 
to  nuclear  weapons  systems  development.^^ 

Finally,  the  inclusion  of  CS  and  EEZs  in  the  Treaty  was  still 
perceived  as  a  violation  of  existing  international  law  over  areas  where 
high  seas  freedoms  were  guaranteed.  For  example,  an  assertion  of 
navigational  authority  over  these  areas  might  not  be  in  conformity 
with  the  legal  requirements  as  established  by  UNCLOS.  Some  have 
also  expressed  concern  that  the  unresolved  territorial  and  maritime 
disputes  in  the  region  have  made  the  problem  of  the  zone  boundaries 
even  more  complicated.  China  has  been  the  most  supportive  of 
SEANWFZ  among  the  NWS.  China  has  stated  that  it  has  more  interest 
in  the  Treaty  than  other  NWS  because  SEANWFZ  borders  China  and 
that  its  scope  comprises  parts  of  the  South  China  Sea.  Nevertheless, 
China  has  also  proposed  that,  "given  the  existing  (territorial)  disputes, 
the  nuclear  weapon-free  zone  should,  at  the  present  stage,  be  limited 
to  the  territories  of  the  States  Parties  to  the  Treaty  proper ".^^ 

ASEAN  added  the  CS  and  EEZ  primarily  for  the  purpose  of 
protecting  the  Zone  against  the  possible  dumping  of  radioactive 
material  or  wastes  as  part  of  the  Basic  Undertakings  of  the  States 
Parties.^^  This  was  not  covered  by  the  Seabed  Treaty.  That  treaty 
limited  itself  to  banning  the  emplacement  of  nuclear  weapons  or  any 
other  types  of  WMD  but  not  radioactive  material  or  wastes.  "It  was 


31  See  note  23. 

32  M.  Abad,  8. 

33  Ibid.  In  this  regard,  some  NWS  have  argued  that  the  Seabed  Arms  Control  Treaty 
of  1971,  which  prohibited  emplantation  and  emplacement  on  the  seabed,  ocean 
floor,  and  in  the  subsoil  thereof,  beyond  territorial  seas,  of  nuclear  weapons  or 
other  types  of  weapons  of  mass  destruction  as  well  as  structures,  launching 
installations  or  any  other  facilities  specifically  designed  for  storing,  testing  or 
using  such  weapons,  was  a  sufficient  guarantee  that  the  region's  continental 
shelves  would  be  free  from  WMD. 
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meant  to  prevent  NWS  from  using  the  seabed  as  a  new  environment 
for  military  installations,  including  those  capable  of  launching  nuclear 
weapons". 

Given  the  current  deadlock  with  the  NWS,  M.C.  Abad  suggested 
that  ASEAN  states  have  at  least  three  options.  First,  they  must 
continue  to  secure  the  signature  of  all  NWS  to  the  current  Protocol. 
ASEAN  should  insist  that  SEANWFZ  is  the  regional  expression  of 
being  against  the  use  and  threat  of  use  of  WMD  and  their  proliferation 
in  the  region.  This  stance  would  reflect  the  spirit  of  the  original  paper 
on  SEANWFZ  which  proclaimed  that  "a  Protocol,  essential  though 
it  is  for  the  effective  functioiung  of  the  NWFZ,  should  not  constitute 
a  prerequisite  for  the  entering  into  force  of  the  arrangement  or 
agreement  establishing  the  NWFZ".^ 

Second  is  a  contrary  arrangement,  i.e.,  enter  into  a  package  deal 
and  address  the  concerns  of  NWS:  (a)  to  adopt  the  stance  that  port  and 
airfield  visits  are  not  compromised  by  the  spirit  of  Article  3  on  Basic 
Undertakings  of  the  States  Parties;  (b)  to  limit  the  negative  security 
assurances  of  non-use  nuclear  weapons  against  the  States  Parties, 
not  including  the  Protocol  States;  and  (c)  adopting  a  new  article  in 
the  Protocol  on  the  territorial  issue  and  rights  imder  UNCLOS.  This 
option,  according  to  M.C.  Abad,  has  the  biggest  chance  of  NWS 
signing  the  Protocol.  He  further  suggests  that 

In  order  to  address  the  concern  of  some  countries  in  Southeast  Asia  that  such 
extra  effort  to  reconcile  Article  3.2  and  7  could  potentially  open  the  Treaty  to 
different  interpretations  and  infringe  on  the  very  purpose  of  the  Treaty,  the  States 
Parties  could  revisit,  for  possible  inclusion  into  the  Protocol,  an  earlier  suggested 
provision  stating  the  transit  of  nuclear  weapons  through  the  Zone  must  not 
prejudice,  threaten  or  endanger  the  defence  and  security  of  the  States  of  the  Zone 
as  originally  conceived  in  the  1982  Working  paper  on  SEANWFZ.^ 

Third,  pending  unanimous  agreement  with  all  NWS,  secure  political 
imdertakings  from  all  NWS  that  they  would  not  contribute  to  any  act, 
which  would  constitute  a  violation  of  the  Treaty  or  its  Protocol.  This 
third  option,  which  could  complement  tlie  first  option,  leaves  the  door 


34  Cited  in  M.C.  Abad,  9. 

35  Ibid. 
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open  for  continued  consultations  until  such  time  when  the  situation 
becomes  more  favorable.^^  However,  ASEAN  will  still  have  to  come 
to  hill  agreement  among  themselves  on  the  issue  of  port  and  airfield 
visits,  on  Articles  3  (2)  and  Article  7  of  the  Treaty,  since  the  continued 
existence  of  different  interpretations  among  ASEAN  will  work  in  the 
hands  of  the  NWS  in  delaying  the  process  of  their  accession  to  the 
Treaty.  ASEAN  should  continue  to  strengthen  SEANWFZ  with  or 
without  the  nuclear  weapon  states  on  board. 

CONCLUSION 

What  ASEAN  should  persistently  pursue  imder  the  current 
drcimistances  is  to  strengthen  SEANWFZ  while  securing  political 
pledges  from  all  NWS,  i.e.  through  unilateral  or  collective  political 
declaration  on  the  model  of  France's,  the  UK  and  the  US  formal 
statement  at  the  1955  NPT  Review  and  Extension  Corvference,  that  they 
would  not  provoke  or  contribute  to  any  act,  which  would  constitute  a 
violation  of  the  Treaty  or  its  Protocol. 


36  Ibid.  9. 
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APPENDIX  1 


NyCLEAR-WEAPOMf  REE  ZONES 
B.  SOUTHEAST  ASIA:  SEANWFZ 


COUNTRY 


Rat'tfiad 


Protocol* 


•  COUNTRl!' 

Signed 

Ratified 

Cliinn 

KiLssi.ui;  l^deiaflipn  

l.'iiited  Wais 

*  NfMM  of  the  H  VWlK  hixe  fiijj^ied,  ralified  cir  dijunsHEfl  Ehs  pmfocnl  in  the  .SKAK'WHX. 


Note:  The  Philippines  have  ratified  the  Treaty  in  2001.  Indonesia  ratified  the  Treaty 
on  2  April  1997 

Source:  http://www.nti.org/e  research/official  docs/inventory/pdfs/seanwfzm.pdf 
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Southeast  Asia  WMD  Treaty  Membership 


Country 

1  CTBT 

1  SEANWFZ 

1  CWC 

1  BTWG 

1  NPT 

Brunei 

Signed 
22/01/97 

Acceded 
22/11/96 

Acceded 
28/07/97 

Acceded 
31/01/96 

Acceded 
26/03/85 

Cambodia 

Ratified 
10/11/00 

Acceded 
27/03/97 

Acceded 
08/02/05 

Signed 
09/03/83 

Acceded 
02/06/72 

Indonesia 

Signed 
24/09/96 

Acceded 
2/04/97 

Signed 
13/01/93 

Acceded 
04/02/92 

Ratified 
12/07/79 

Laos 

Ratified 
05/10/00 

Acceded 
19/07/96 

Acceded 
25/02/97 

Acceded 
20/03/73 

Ratified 
20/02/70 

Malaysia 

Signed 
23/07/98 

Acceded 
11/10/96 

Acceded 
20/04/00 

Acceded 
06/09/91 

Ratified 
05/03/70 

Mynamar 

Signed 
25/11/yo 

-—Acceded 
z //uo/y / 

Signed 
1 A /ni  /Q'i 

X'r/\jl/yo 

Signed 

Acceded 
02/12/92 

Philippines 

Ratified 
23/02/01 

Signed 
15/12/95 

Acceded 
15/07/98 

Acceded 
21/05/73 

Ratified 
05/07/72 

Singapore 

Ratified 
10/11/01 

Acceded 
27/03/97 

Acceded 
21/05/97 

Acceded 

Ratified 
10/03/76 

Thailand 

Signed 
12/11/96 

Acceded 
20/05/97 

Acceded 
10/12/02 

Acceded 
28/05/75 

Acceded 
02/12/72 

Vietnam 

Signed 
24/09/96 

Accedeo 
26/11/96 

Acceded 
30/09/98 

Acceded 
20/06/80 

Acceded 
14/06/82 

CTBT  -  Comprehensive  Test  Ban  Treaty 

SEANWFZ  -  Southeast  Asia  Nuclear  Weapon  Free  Zone 

CWC  -  Chemical  Weapons  Convention 

BTWC  -  Biological  and  Toxins  Weapons  Convention 

NPT  -  Nuclear  Non-proliferation  Treaty 

Source:  Center  for  International  Trade  &  Security,  The  University  of  Georgia's  School  of  Public 
and  International  Affairs 


Note:  The  Philippines  acceded  SEANWFZ  in  2001;  Indonesia  acceded  on  2 
April  1997 
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NEW  LEADERSHIP  IN  AUSTRALIA: 
COMPASSIONATE  POLICY  AND  CREATIVE 
MIDDLE  POWER  STRATEGY 

Lina  A.  Alexandra 


A  month  before  the  end  of  the  year  2007,  AustraHan  politics 
/_\  had  started  a  new  course.  On  24  November  2007,  eleven 
X  Xyears  after  Howard's  era  under  the  Liberal-National  Party, 
the  Labor  Party  (ALP)  took  a  lead  in  the  Australian  government. 
The  Labor  won  significantly  by  gaining  83  out  of  150  seats  in  the 
House-of-Representatives,  defeating  the  previous  ruling  party  which 
only  secured  56  seats.  The  wiiming  has  significantly  brought  a  new 
leader  into  the  front.  Kevin  Rudd  has  become  a  new  Prime  Minister 
of  Australia  with  hopes  being  put  on  his  shoulder  to  bring  new  future 
for  the  country. 

In  his  election  victory  speech,  PM  Rudd  mentioned  that,  "Today 
Australia  has  looked  to  the  future.  Today  the  Australian  people  have 
decided  that  we  as  a  nation  will  move  forward  to  plan  for  the  future, 
to  prepare  for  the  future,  to  embrace  the  future  and  together,  as 
Australians,  to  unite  and  write  a  new  page  in  our  nation's  history  to 
make  this  great  country  of  ours,  Australia,  even  greater."^ 

Throughout  the  speech,  the  word  "future"  has  been  so  much 
highlighted.  Then,  logically,  we  come  to  certain  questions  to  ask:  what 
sort  of  future  proposed  by  this  new  Australian  leader  in  order  to  make 


1    "Election   Victory   Speech",   24   November   2007   in  hltp://www.alp.org.au/ 
media/1107/spepme240.php?mode=print 
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the  country  greater?  Will  there  be  any  change?  To  what  extent  will  it 
be  different  from  policies  of  the  previous  government?  Is  there  any 
specific  path  or  strategy  to  follow? 

This  paper  argues  that  Australian  foreign  policy  would  take 
different  courses  under  the  Labor  leadership.  It  is  important  to  create, 
or  at  least  to  give  an  image  that  such  changes  do  take  place  since  it 
is  the  ultimate  key  that  brought  the  ALP  (  Australian  Labor  Party) 
into  power.  From  Rudd's  statement,  the  key  changes  are  to  bringing 
more  compassionate  policies  as  well  as  to  assert  a  more  active  and 
independent  posture  in  the  current  regional  and  global  architecture. 
These  changes  can  be  understood  through  the  observation  on  the 
blueprint  of  ALP  foreign  policy  which  ultimately  addresses  three 
pillars  of  foreign  policy  and  the  specific  strategy  called  "creative  middle 
power"  in  order  to  meet  the  coimtry's  national  interests.  It  seems  that 
the  Australian  foreign  policies  under  Rudd  would  constantly  follow 
that  strategy  in  the  foreseeing  future. 

Referring  to  that  argument,  this  paper  will  accordingly  be 
structured  as  follows.  The  first  section  elaborates  several  issues  to 
indicate  a  more  compassionate  gesture  of  the  new  leadership,  such 
as:l)  ratification  of  Kyoto  Protocol  as  well  as  government's  full 
support  in  dealing  with  climate  change  problem;  2)  public  apology  to 
the  indigenous  people  (Aborigines)  which  recognized  as  the  "stolen 
generation".  The  second  section  highlights  the  most  critical  issue  in 
Australian  foreign  policy  which  is  the  alliance  with  the  US  as  the 
ultimate  ally  of  the  coimtry.  Through  several  cases,  such  as  the  idea 
to  withdraw  Australian  support  from  the  US-led  war  in  Iraq  and  the 
rejection  to  sell  the  uranium  to  India,  the  new  leader  has  conveyed 
a  strong  message  that  he  wants  to  be  more  independent,  or  at  least 
to  open  the  possibility  to  have  differences  with  the  country's  closest 
partner.  Nevertheless,  this  intention  does  not  necessarily  mean  that 
the  new  administrative  would  lessen  its  intimate  alliance  with  the  US 
since  the  US  strategic  role  is  definitely  crucial  to  deal  with  regional 
and  global  challenges.  Regional  complexities  due  to  the  emergence  of 
China  and  India  as  the  new  major  power  as  well  as  non-traditional 
security  challenges  have  undoubtedly  put  the  US  at  the  centre  of 


THE  INDONESIAN  QUARTERLY,  Vol.  36,  No.  2, 2008: 138-152 

Australian  foreign  policy.  The  third  section  concludes  by  elucidating 
some  challenges  and  opportunities  for  the  neighboring  countries 
particularly  ASEAN  countries  which  emerge  from  the  implementation 
of  "compassionate"  policies  and  "creative  middle  power"  strateev  by 
the  new  Australian  administrative. 

ADDING  THE  WORD  'COMPASSIONATE'  INTO  THE 
COUNTRY'S  VOCABULARY 

Straight  after  being  elected  as  the  new  PM  of  AustraHa,  Rudd  has 
signaled  that  significant  changes  should  be  made,  especiaUy  to  improve 
the  country's  image  in  the  eyes  of  the  international  community  at  large 
The  mam  idea  is  to  deliver  more  "compassionate"  poKcies  towards  the 
other  countries  as  well  as  to  the  whole  Australian  people.  The  criticism 
agamst  Howard's  administrative  ignorance  of  "compassion"  has  even 
elucidated  since  he  was  elected  as  the  opposition  leader.  In  his  first 
speech  as  an  opposition  leader  in  the  late  2006,  Rudd  mentioned: 
"But  what  are  the  values  which  the  Liberals  staiid  for?  They  talk  about  liberty 
they  talk  about  security  and  they  also  talk  about  opportunity  and  all  that  is  faS 
and  ftne-we  do  not  have  a  problem  with  that.  But  what  we  add  to  this  fabric  of 
values  IS  a  view  that  you  can  do  that  and  still  have  the  parallel  values  of  equity 
of  sustainabihty  and  of  compassion.  In  fact,  it  is  time  to  rehabiHtate  the  lord 
compassion  mto  our  national  vocabulary."^ 

It  seems  obvious  that  Rudd  would  Hke  to  bring  his  administrative  to 
take  a  different  course  from  his  predecessor.  In  his  victory  speech, 
despite  of  his  recognition  of  Howard's  contributions  for  the  country 
he  clearly  mentioned  that  "there  are  big  differences  between  us".^ 
Interestingly  Rudd  seemed  to  know  from  the  beginning  where  to 
start  in  order  to  convey  the  message  of  such  differences,  the  issues 
which  put  his  rival  into  weak  position  in  tlie  political  rivalry 

Kyoto  Protocol  Issue  ^ 


2  "Rudd's    first    speech    as    leader",    6/12/2006    in  http://webdiarycom.au/ 
cms/?q=node/1771  j  ^ 

3  Op.  at.,  "Election  Victory  Speech" 


I  Current  Events:  NEW  LEADERSHIP  IN  AUSTRALIA 


141 


There  are  two  critical  issues  which  immediately  elevated 
the  reputation  of  new  PM  as  successfully  introducing  the  word 
"compassionate"  into  the  coimtry's  vocabulary.  At  the  global  level, 
the  breakthrough  is  the  decision  to  ratify  the  Kyoto  Protocol  which 
has  been  repeatedly  rejected  by  the  previous  government.  The  second 
issue  is  the  deliverance  of  public  apology  to  the  Aborigines  for  past 
mistakes  done  by  the  previous  goverrmient. 

The  Howard  administrative  had  received  much  criticism  for  being 
insensitive  to  this  global  commitment  by  consistently  rejecting  any 
initiatives  to  reduce  its  enussions,  particularly  the  Kyoto  Protocol. 
Howard's  persistence  that  Australia's  contribution  would  mean 
nothing  without  any  sigruficant  effort  from  major  polluters,  such  as 
the  US  and  China  had  been  perceived  as  putting  the  barrier  to  the 
global  efforts  to  safe  the  environment.  * 

PM  Rudd's  decision  to  ratify  the  Kyoto  Protocol  has  significantly 
changed  the  image  of  the  country.  It  has  become  an  indicator  that 
the  new  administrative  is  willing  to  share  common  responsibility 
with  other  countries  to  save  the  global  envirorraient.  Rudd  clearly 
put  this  issue  as  a  priority  by  saying  that  it  is  important  "to  act, 
and  act  with  urgency,  on  the  great  challenges  of  climate  change  and 
water".^  His  attendance  in  the  UN  Conference  on  Climate  Change  in 
Bali  in  December  2007  also  gained  a  credit  due  to  his  seriousness  to 
participate  in  dealing  with  this  global  threat. 

One  fundamental  predicament  in  the  global  warming  issue 
is  the  continuous  conflict  between  the  developed  and  developing 
coimtries  over  who  are  the  major  poUuters  and  therefore  should 
be  more  responsible  to  carry  out  significant  reduction  of  emissions. 
Acknowledging  this  problem,  Rudd  noted  that  "I  fully  recognize  the 
difficulty  of  this  because  the  distance  between  those  two  positions  at 
present  is  enormous,  but  this  is  a  gap  which  Australia  in  the  past 
could  not  even  hope  to  begin  to  bridge  because  we  were  not  at  the 

4  "Howard  pressured  on  climate  change",  17/2/2005  inhttp://www.smh.com.au/news/ 
Environment/Howard-pressured-on-climate-change/2005/02/16/1108500156846. 
html# 

5  Op.  at.  Election  Victory  Speech 
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negotiating  table  at  all  in  a  substantive  way."^  By  ratifying  the  Kyoto 
Protocol,  the  new  administrative  has  offered  an  initiative  to  play  a 
bigger  role  in  bridging  the  gap  between  developed  and  developing 
countries,  rather  than  persistently  putting  the  blame  on  the  ignorance 
of  some  coimtries  that  are  obviously  the  major  polluters  contributing 
much  to  the  global  warming  threat.  Again,  this  action  reinforces  a 
more  "compassionate"  gesture  for  the  improvement  of  the  global 
environment  condition. 

This  major  breakthrough  has  gained  significant  attention  from  the 
international  community  since  it  was  very  hard  to  change  the  view 
of  Howard  in  this  issue.  The  most  welcome  response  certainly  came 
from  the  environmentalists  portraying  the  decision  as  a  historic  act 
as  well  as  a  signal  of  seriousness  in  dealing  with  this  climate  change 
issue.  As  a  host  to  the  UNCCC,  Indonesia  also  welcomed  such  step 
and  provided  a  seat  for  Australia  to  participate  more  in  endorsing 
this  Kyoto  Protocol.  While  the  UNFCCC  Executive  Secretary,  Yvo  de 
Boer,  praised  such  decision,  this  action  would  deliberately  brought 
the  eye  of  international  community  be  on  Australia,  as  mentioned  by 
the  Climate  Institute  Chief  Executive  John  Cormor.^ 

The  seriousness  to  deal  with  this  climate  change  threat  has  also 
been  shown  by  appointing  a  special  position  for  Minister  for  Climate 
Change  and  Water  and  establishing  a  new  Department  of  Climate 
Change  within  the  Prime  Minister  portfolio.  The  Minister  vvould 
act  as  the  "principal  negotiator"  in  bridging  the  gap  between  the 
developed  and  developing  coimtries.  Senator  Penny  Wong,  who 
has  been  selected  to  fill  in  the  ministerial  post  immediately  since  3 
December  2007,  also  secures  a  responsibility  to  fulfill  a  great  task  to 
reduce  greenhouse  gas  emissions  by  60  percent  by  2050.  The  reason 


6  "I  can  unite  the  world  on  climate,  says  Rudd",  Sydney  Morning  Herald,  5  December 
2007  in  http://wzvw.smh.com.au/arHcles/2007/12/04/1196530678978.httnl 

7  "Rudd  retifies  Kyoto",  T/ie  Age,  December  3,  2007,  http://www.tl-ieage.com.au/ 
news/national/rudd-ratifies-kyoto/2007/12/03/1196530553722.html 
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is  simply  because  "the  cost  of  doing  nothing  will  be  much  higher  that 
if  we  act  now".^ 

Nevertheless,  the  promise  to  act  as  the  "bridge"  between  the 
developed  and  developing  countries  certainly  needs  a  more  detailed 
plan  on  how  to  implement  it.  In  the  First  100  Days  plan,  it  has  not  been 
dear  how  this  role  will  be  implemented  despite  of  various  plans  to  be 
applied  in  the  domestic  arena.^  This  would  be  a  difficult  task  since 
the  US  and  China  as  the  major  contributors  of  emissions  have  still  not 
moved  from  their  previous  stance  not  to  lower  their  emissions,  which 
in  the  long  run  would  certainly  make  the  efforts  of  other  coimtries, 
including  Australia,  ineffective. 

Aborigine  Issues 

The  second  "compassionate"  policy  at  the  domestic  level  is  a  major 
decision  to  apologize  publicly  to  the  indigenous  people/Aborigines, 
whom  have  been  recognized  as  the  "stolen  generation",  for  the  past 
mistakes  conducted  by  the  previous  Australian  government.  On 
13  February  2008,  Rudd  delivered  a  speech  which  has  raised  great 
attention  from  the  Australian  public.  He  mentioned  that  "the  time  has 
now  come  for  the  nation  to  turn  a  new  page  in  Australia's  history  by 
righting  the  wrongs  of  the  past  and  so  moving  forward  with  confidence 
to  the  future".^"  He  portrayed  that  the  key  to  reconciliation  is  on  the 
role  of  leadership  as  he  promised  to  become  a  "Prime  Minister  for 
the  Indigenous  Australians"  as  well  as  the  "Prime  Minister  for  all 
Australians."" 

Extensive  use  of  the  word  "apologize"  and  "sorry"  has  signaled 
of  a  first  step  toward  reconciliation  with  the  indigenous  people.  It  has 
been  very  important  to  acknowledge  the  wrongs  conducted  in  the 
past  and  then  create  a  future  based  on  mutual  respect  between  each 


8  "Tackling  climate  change,  securing  our  water  supplies  and  protecting  rural 
Australia",.  First  100  Days. 

9  Ibid. 

10  "Kevin  Rudd's  sorry  speech",  13/2/2008  in  http://wv^w.sinh.com.au/news/national/ 
kevin-rudds-sorry-speech/2008/02/13/1202760379056.htinl?page=fullpage 

11  Op.  at.,  Election  Victory  Speech 
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side.  This  initiative  has  actually  touched  one  weak  point  of  Howard 
administrative  since  Howard  was  one  of  the  initiators  of  "One 
Australia  Policy"  passed  in  1988  which  forced  the  assimilation  process 
onto  the  Aborigines.  Howard  government  had  also  rejected  to  issue  an 
apology  to  the  Aborigines  as  he  argued  that  reconciliation  was  merely 
a  sjnnboUc  apology  which  "reinforced  a  culture  of  victimhood"  and 
brought  the  whole  Australians  backward  since  it  would  lead  into 
division  among  the  Australian  people.  The  peak  incident  took  place 
when  Howard  administrative  laimched  a  military  intervention  to  take 
over  the  Aborigines'  lands  in  the  Northern  Territory  in  2007.  However, 
the  goodwill  of  the  new  government  still  needs  to  be  proved  in  the 
near  future.  Many  Aborigine  leaders  still  criticizes  Rudd  goverrmient 
since  there  has  not  been  any  plan  to  give  real  compensation  for  them 
in  terms  of  economic  aid  in  order  to  support  their  lives. 

To  some  extent,  the  issue  of  indigenous  people  can  also  be  stretched 
out  into  touching  the  larger  racial  policy  of  immigration  and  asylum 
seekers  as  it  also  touches  the  issue  of  non-white  Australians.  Those 
immigrants  and  asylum  seekers  mainly  come  from  the  neighboring 
countries  of  Pacific  Islands  and  Southeast  Asian  countries.  The 
new  Prime  Minister  decided  to  dismantle  the  controversial  "Pacific 
Solution"  policy  which  has  been  much  criticized  of  holding  asylum 
seekers  in  remote  islands,  such  as  Nauru  and  PNG  island  of  Manus. 
Despite  of  uncertainty  over  the  new  immigration  policy  imder  Rudd 
administrative  since  it  still  promised  to  be  tough  on  this  issue,  this 
particular  decision  has  calmed  the  international  criticism  down. 

"CREATIVE  MIDDLE  POWER"  STRATEGY 

The  most  crucial  element  in  the  Labor  foreign  policy  blueprint 
is  the  idea  to  renewing  a  so-called  "creative  middle  power"  strategy. 
This  particular  strategy  would  be  better  understood  by  breaking  it 
into  two  components:  the  self-perception  of  putting  itself  as  a  middle 
power  and  how  to  be  creative  in  making  good  use  of  such  position. 
In  the  foreign  policy  blueprint,  it  is  clearly  said  that,  "While  Australia 
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is  not  a  super-power,  it  is  nonetheless  a  significant  power  with  a  keen 
interest  in  shaping  the  international  strategic  order." 

The  alliance  with  the  US  can  be  portrayed  as  central  related  to  the 
implementation  of  this  strategy.  The  entrenched  relations  with  the  sole 
superpower  established  during  Howard  administrative  especially  after 
the  9/11  terrorist  attack  has  obviously  weakened  the  independence  of 
Canberra  particularly  in  its  determining  its  foreign  policy.  This  issue 
has  turned  to  be  problematic,  especially  when  Howard's  full-support 
were  received  hard  criticism  due  to  the  failure  of  US  military  invasion 
in  Iraq  and  leads  into  further  instability  in  the  Middle  East  region. 
Therefore,  it  is  important  for  the  new  administrative  to  settle  this 
imbalance  in  order  to  advance  its  own  national  interest  rather  than 
become  a  follower  to  the  superpower's  interest. 

The  first  message  is  to  make  the  coimtry  more  independent  from 
its  key  ally.  Rudd  mentioned  that,  "these  are  among  the  reasons 
why  the  US  alliance  remains  fundamental  for  the  future— but  for  us, 
an  alliance  has  never  meant  automatic  compliance,  nor  will  it  ever 
mean  automatic  compliance.""  It  is  clear  from  the  statement  that 
Rudd  intended  to  clarify  the  meaning  of  "alliance"  and  based  from 
that  meaning  to  redefine  the  alliance  with  the  US.  It  is  important 
to  balance  the  alliance  relations  with  the  other  instnmients  such  as 
the  framework  of  UN  multilateralism  as  well  as  relations  with  other 
coimtries  especially  in  Asia  region. 

As  mentioned  in  the  ALP  foreign  policy  blueprint,  there  are  three 
fundamental  pillars  which  construct  the  Australian  national  security 
policy:  (1)  membership  of  the  United  Nations;  (2)  alliance  with  the 
United  States;  and,  (3)  comprehensive  engagement  with  Asia.  Looking 
at  this  configuration,  it  is  clear  that  the  stressing  point  is  with  the 
alliance  with  the  US.  Nonetheless,  Rudd  intended  to  reassert  the 
multilateral  framework  into  renewal  alliance  with  the  US.  It  can  be 
observed  that  there  is  a  connection  especially  between  the  first  and 
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the  second  pillar.  It  is  believed  that,  "the  alliance  [with  the  US]  equals 
the  totality  of  Australia's  national  security  requirements  as  these 
must  also  be  met  in  the  other  two  pillars  of  Labor's  approach— the 
UN  multilateral  system  and  our  policy  of  comprehensive  engagement 
in  Asia.  Labor  continues  to  support  the  United  Nations  process  and 
opposes  policies  that  undermine  the  integrity  and  effectiveness  of  the 
United  Nations."^^ 

A  MORE  INDEPENDENT  POSTURE  FROM  THE  US? 

The  decision  to  ratify  the  Kyoto  Protocol  can  be  portrayed  as  the 
initial  step  to  show  the  departure  from  the  US.  While  the  rejection  over 
the  Protocol  clearly  was  part  of  submission  to  the  US,  the  reversion 
of  this  policy  under  Rudd  has  become  a  first  signal  to  be  in  different 
position  in  certain  issues. 

The  more  apparent  signal  is  the  decision  to  withdraw  the 
Australian  troops  from  Iraq.  In  his  visit  in  March  2008  to  US,  he 
confirmed  this  commitment  which  he  made  earlier  during  his 
campaign  period.  Despite  the  small  number  of  withdrawal— 550  out 
of  total  1,500  troops— it  has  reconfirmed  a  major  breakthrough  from 
the  past  intimate  relations  between  Australia  and  the  US,  especially 
after  the  9/11  terrorist  attack  in  2001.  In  this  early  June,  the  Australian 
goverrmient  has  started  to  pull  its  troops  gradually  from  Iraq.  This 
significant  change  has  been  nicely  put  by  advancing  the  framework  of 
UN  multilateralism.  The  war  in  Iraq  had  not  secured  the  authorization 
by  the  UN  Security  Coimdl  which  made  it  illegitimate  attack  by 
nature.  Even  worse,  the  earlier  decision  to  support  the  war  in  Iraq 
has  placed  the  country  as  a  greater  terrorist  target  than  before. 

Later  on,  Rudd  also  made  a  controversial  decision  to  reject  the 
selling  of  uranium  to  India,  which  had  actually  been  agreed  by 
Howard.  There  has  been  wide  debate  over  tliis  issue.  His  supporters 
argued  that  it  is  a  right  decision  to  take  since  it  is  inappropriate  or 
even  dangerous  to  sell  uranium  to  tlie  country  whicli  until  now  has 
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not  participated  in  the  NPT.  On  the  other  hand,  those  who  were 
against  this  decision  claimed  that  this  rejection  would  lead  to  even 
I  more  emission  produced  by  India  since  the  country  require  the 
I  uranium  to  meet  its  energy  demands.  More  importantly,  this  decision 
•  would  potentially  hamper  the  relations  with  the  US.^^ 

Nevertheless,  all  these  gestures  do  not  suggest  that  the  alliance 
;  between  the  two  countries  would  be  lessened.  In  his  victory  speech, 
Rudd  clearly  portrayed  the  US  as  the  coimtry's  "great  friend  and  ally". 
The  US  remains  the  closest  security  alliance  and  a  vital  global  partner 
for  the  coimtry.  The  self-assessment  which  declares  the  country 
as  a  middle  power  to  some  extent  has  given  a  leverage  for  the  US 
to  maintain  its  authority,  despite  of  the  possibility  of  differences  in 
certain  cases.  The  ultimate  reason  is  the  importance  of  gaining  much 
advantage  from  the  US  which  unlikely  or  not,  is  still  the  most  relevant 
power  in  the  world. 

There  are  two  aspects  of  this  particular  standpoint.  The  first  aspect 
is  the  idealistic  view  which  widely  believes  that  the  US  remains  a  force 
for  good  in  the  world  by  referring  to  the  fact  that  the  US  and  Australia 
remain  the  "two  great  Pacific  democracies".  The  second  aspect  is  the 
rnore  realistic  interest  that  the  alliance  with  the  US  is  crucial  in  order 
to  respond  to  the  regional  complexities,  especially  due  to  the  rising 
of  China  and  India,  and  also  to  deal  with  new  security  challenges  in 
the  region,  such  as  terrorism  and  proliferation  of  weapons  of  mass 
destruction  (WMD).  Nevertheless,  the  efforts  to  deal  with  the  latter  to 
some  degree  have  conveyed  a  message  to  the  US  to  get  over  with  the 
9/11  and  more  focuses  on  the  real  issues.  Again,  the  new  Australian 
government  would  prefer  a  more  independent  stance  from  the  US  if 
the  latter  do  not  get  the  message  since  it  is  more  relevant  for  Australia 
to  focus  on  problems  in  its  neighborhood. 

From  the  realist  perspective,  the  importance  of  maintaining  US- 
Australia  alliance  in  this  current  global  architecture  is  to  cope  with 
the  rising  of  China  and  India.  In  his  remarks  made  in  the  Brookings 
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Institute  on  April  2007,  Rudd  identified  the  rise  of  China  and  India 
as  one  of  the  five  'mega'  challenges  facing  by  the  world  today.  The 
rapid  increase  of  China's  economic  as  well  as  military  power  without 
any  certainty  where  it  is  heading  to  would  imavoidingly  create  a 
perception  fo  threat  and  eventually  challenge  the  existing  regional 
balance  of  power.  Therefore,  the  continuing  US  strategic  engagement 
and  the  existence  of  US  military  alliance  with  Japan  and  Australia 
would  be  the  most  strategic  basis  to  determine  the  success  in  pushing 
China  into  becoming  a  "responsible  stakeholder"in  the  regional  and 
global  order.  The  key,  according  to  Rudd,  is  "to  encourage  China's 
active  participation  efforts  to  maintain,  develop  and  become  integrally 
engaged  in  global  and  regional  institutions,  structures  and  norms."^'' 
It  is  important  also  to  note  that  Rudd's  impressive  knowledge  on 
Chinese  language  and  history  which  were  shown  in  several  events 
with  the  Chinese  high  officials  has  created  a  perception  that  his 
adminsitrative  would  tilt  toward  the  emerging  power  in  the  region. 
Nevertheless,  in  the  public  lecture  in  Beijing  University  on  March 
2008,  Rudd  clearly  criticized  over  the  way  Chinese  government  dealt 
with  the  Tibetan  issue.  He  said  that,  "...it  is  necessary  to  recognise 
there  are  significant  human  rights  problem  in  Tibet.  The  current 
situation  in  Tibet  is  of  concern  to  Australians.  We  recognise  the  need 
for  all  parties  to  avoid  violence  and  find  a  solution  through  dialogue. 
As  a  long-standing  friend  of  China  I  intend  to  have  a  straightforward 
discussion  with  China's  leaders  on  this."'^^  This  statement  had 
provoked  the  Chinese  as  they  immediately  replied  by  sajong  that 
the  issue  is  definitely  part  of  its  domestic  policy.  But  the  point  is  this 
comment  has  signified  that  Rudd  intended  to  maintain  his  consistency 
to  affirm  the  country's  ties  through  elevating  the  values  of  democracy 
and  human  rights  as  fundamental. 


16  Kevin  Rudd,  "The  Rise  of  China  and  the  Strategic  Implications  for  U.S.-Australia 
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Furthermore,  the  r\ew  Australian  leader  would  like  to  maintain 
close  relations  with  its  biggest  "mate",  particularly  to  deal  with  new 
security  challenges.  It  is  true  that  change  has  happened  when  Rudd 
stated  his  intention  to  withdraw  certain  numbers  of  Australian  troops 
from  Iraq  which  has  been  perceived  as  declining  of  conformity  to 
Washington.  Nevertheless,  Rudd  does  not  change  his  goverrmient's 
support  of  forces  on  the  mission  in  Afghanistan.  Moreover,  while 
withdrawing  troops  from  Iraq,  Australia  continues  to  provide  non- 
combat  support  to  the  US-led  war  in  Iraq.  Besides,  sigruficant  number 
of  Australian  troops— 1,000  soldiers— would  still  stay  in  Iraq  within 
the  next  several  years.  In  fact,  both  coimtries  are  still  'mates'  despite 
of  some  new  adjustment. 

The  view  on  how  important  to  maintain  the  close  relations  with 
the  US  is  as  precisely  described  by  Dennis  Richardson  in  August 
2007,  "For  whatever  wejwant  to  do  in  the  world,  for  our  own  national 
security,  our  own  economic  prosperity,  our  own  foreign  policy 
priorities  and  our  own  economic  prosperities  and  our  own  trade 
agenda,  the  United  States  is  an  indispensable  naHon  as  it  is  for  the 
rest  of  the  world.  That  fact  neither  diminishes  our  independence  nor 
our  identity.  Overwhelmingly  the  US  remains  a  force  for  good  in  the 
world... "19 

CHALLENGES  AND  OPPORTUNITIES  FOR  NEIGHBORING 
COUNTRIES 

After  examining  the  foreign  policy  direction  of  the  new  Australia 
PM,  there  are  certain  impacts  on  the  neigboring  countries  in  terms  of 
challenges  and  opportunities  for  those  coimtries  in  determining  their 
relations  with  Australia. 

During  Howard  administration,  the  attention  on  Asia,  particularly 
Southeast  Asia  region  had  significantly  increased  due  to  the  emerging 
of  terrorist  attacks.  The  incident  of  Bali  bombing  in  2002  and  later  the 
bombing  in  front  of  the  Australian  embassy  in  2004  in  Jakarta  were 
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taken  seriously  as  threats  to  the  Australian  security.  The  full  support 
of  Australian  government  to  the  US-led  coalition  war  on  terrorism 
has  been  portrayed  as  the  main  reason  of  those  terrorists  to  attack  the 
Australian  facilities  as  well  as  people  outside  the  country,  in  particular 
in  Indonesia. 

Nonetheless,  the  militaristic  and  narrow-minded  policies  laimched 
by  Howard  toward  the  Southeast  Asian  coimtries  had  deteriorated 
the  relationships  with  several  countries  in  the  region.  Claims  that 
some  neighboring  countries  were  harboring  the  terrorists  as  well  as 
erroneous  connection  between  Islam  and  terrorist  which  justified 
the  Australian  government  to  take  preemptive  measures,  military  if 
necessary,  clearly  threatened  the  stability  in  the  region. 

Having  recognized  these  thorny  relations  between  Australia  and 
its  surrounding  neighbors,  the  new  administrative  specified  in  the 
foreign  policy  blueprint  the  importance  of  engagement  with  countries 
in  the  Asia  region.  It  is  stated  that  the  logic  is  simple:  "if  you  have  good 
relations  with  your  neighbors,  it  is  good  for  your  security  and  if  you 
have  bad  relations  with  your  neighbors,  it  is  bad  for  your  security."^" 
It  is  also  mentioned  that  active  engagement  with  Asia  is  fundamental 
for  the  country's  national  security  and  national  interest. 

The  new  leader  has  made  commitments  to  "broaden  and  deepen" 
relations  at  all  level  with  countries  in  the  region  as  well  as  seek  full 
participation  in  various  regional  institutions  and  processes,  such  as 
East  Asia  Summit,  APEC,  ASEAN  Regional  Forum,  efforts  to  deal 
with  creating  sustainable  development,  environmental  protection  and 
providing  assistance  to  manage  the  outbreak  of  infectious  diseases 
such  as  Avian  influenza.  Furthermore,  the  continuing  support  on 
combatting  terrorism  and  dealing  with  instabilities  in  Pacific  islands 
have  also  become  priorities  in  his  administrative.^^ 

All  these  commitments  have  clearly  created  opportunities 
for  Asia  countries  to  get  the  support  in  dealing  witli  tlieir  various 
security,  economic  and  social  problems.  Especially  with  Indonesia, 
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which  is  the  closest  neighbor,  the  new  Australian  leader  has  delivered 
his  commitment  to  develop  "a  close,  mature  and  multi-dimensional 
•relationship  in  which  no  single  dimension  dominates."  This  statement 
:  particularly  referred  to  the  previous  experience  where  both  countries' 
relations  had  reached  the  lowest  peak  caused  by  tensions  over  several 
political  issues  such  as  East  Timor  in  1999  and  Papuan  asylum-seekers 
iin  2006.  Australia  has  also  intended  to  further  develop  bilateral 
:  economic  relations  as  well  as  provide  humanitarian  assistance.  The 
other  countries  to  receive  such  opportunities  are  Papua  New  Guinea 
(PNG)  and  Pacific  Islands  where  Rudd  has  planned  to  focus  on 
strengthening  the  economic,  social  and  political  institutions. 

Nonetheless,  the  most  crucial  point  is  that  by  having  great 
interest  in  Asia,  Rudd  has  also  diverted  some  of  the  US  attention  to 
the  region  as  well  and  not  to  view  every  issues  based  on  the  9/11 
perspective,  which  hasj^een  proved  as  counterproductive  for  the 
interest  of  Australia  and  the  US  itself.  Earlier,  Howard's  decision  to 
sign  the  Treaty  of  Amity  and  Cooperation  established  by  ASEAN 
has  significantly  isolated  the  US  as  the  only  major  power  who  has 
not  accessed  into  the  'peaceful'  treaty.  Therefore,  Rudd's  decision  to 
have  more  concern  over  Asia  by  acknowledging  the  so-called  "arc 
of  instability"^  in  the  region  would  put  certain  pressure  on  the  sole 
superpower  to  also  modify  its  focus. 

CONCLUSION 

The  new  Australian  PM  seems  to  take  a  different  path  from 
his  predecessor.  There  are  two  routes  to  take:  (1)  to  introduce  more 
"compassionate"  policies;  and,  (2)  to  implement  a  "creative  middle 
power"  strategy.  Ratification  of  Kyoto  Protocol  and  public  apology  of 
the  past  mistakes  committed  to  the  Aborigines  have  been  perceived 
as  the  manifestation  of  being  more  "compassionate"  both  to  the 
global  community  as  well  as  to  the  Australian  people.  Then,  the 
new  administrative  also  aims  to  be  more  independent  by  retreating 
from  some  previous  initiatives  which  rendered  as  part  of  automatic 
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compliance  in  its  relations  with  the  US.  Nevertheless,  the  alliance 
with  the  US  remains  firm  as  the  basis  to  deal  with  various  challenges 
in  the  region. 

For  the  surrounding  countries,  this  change  of  leadership  in 
Australia  has  created  new  opportunities  as  well  challenges.  The 
intention  of  being  more  "compassionate"  and  becoming  a  creative 
Eciiddle  power  would  bring  a  more  concern  from  the  Australian 
goveniment  towards  the  neighboring  countries.  Promises  have  been 
made  by  the  new  PM  to  engage  in  various  regional  institutions  as  well 
as  to  contribute  more  in  providing  assistances  for  the  improvement 
of  political,  economic  and  social  conditions.  The  policy  to  develop 
a  comprehensive  engagement  with  Asian  countries  would  likely  to 
bring  many  advantages  for  the  coimtries  in  the  region. 

However,  there  are  certainly  challenges  as  well.  The  commitment 
to  deal  seriously  with  climate  change  would  to  some  extent  put 
challenge  to  the  goverrmients  in  the  surrounding  countries  that  are 
still  reluctant  to  have  further  commitment  to  reduce  their  emissions. 
For  the  US,  the  current  stance  of  the  new  Australian  government  may 
isolate  the  US  in  certain  cases,  such  as  the  environmental  policy  and 
the  policy  in  Iraq.  Then,  for  China,  although  the  extensive  knowledge 
of  the  new  PM  over  the  culture  and  history  of  China  would  pretty 
much  make  both  countries'  relations  closer,  however  the  firm  alliance 
with  the  US  would  require  Canberra  to  push  for  the  implementation 
of  democracy  and  human  rights  in  the  China's  domestic  affairs.  The 
criticism  over  the  Tibet  incident  has  proved  the  intention  of  the  new 
PM  to  play  a  role  as  a  middle  power. 

Finally,  it  remains  to  be  seen  how  consistent  this  new  Australian 
leader  in  following  those  two  routes.  Yet,  one  thing  is  certain:  in  foreign 
policy,  there  are  always  change  and  at  the  same  time  continuity;  and 
national  interest  is  always  the  primary  aim  to  follow. 


REVIEW  OF  POLITICAL  DEVELOPMENT 
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2008  is  a  "political  year"  for  Indonesia  as  the  2009  election 
approaching  closer.  Although  the  election  is  still  one  year  away, 
the  preparation  for  2009  election  has  influenced  the  political 
dynamics,  in  Indonesia. 

The  fundamental  political  issue  in  election  is  how  to  make  the  2009 
election  as  a  strategic  instnmient  to  strengthen  democracy.  Since  the 
end  of  the  New  Order  regime  in  1998,  several  political  liberalization 
has  allowed  a  more  open  political  space  and  opportunity,  as  shown 
by  the  increasing  number  of  political  parties.  However,  political 
liberalization  has  not  yet  able  to  bring  about  meaiiingful  political 
changes. 

Instead,  political  change  in  Indonesia  has  given  birth  to  "political 
oligarchs"  where  political  parties  which  won  the  election  tends 
to  focus  on  their  exclusive  interests  and  ignore  the  larger  political 
interests.  In  an  oligarchy  structure,  the  rules  of  the  game  are  created 
by  the  political  elites. 

Political  changes  which  result  from  political  compromise  among 
the  party  elites  are  vulnerable  to  corrupt  practices.  Corruption  and 
bribery  continue  to  spread  both  in  the  bureaucracy  and  the  parliament, 
from  the  national  to  the  local  level,  and  corruption  even  spread  into 
the  judiciary  and  law  enforcement  institutions.  If  this  type  of  political 
development  continues,  what  then  is  the  meaning  of  election? 

Entering  the  registration  phase  of  election,  elites  competition  has 
not  touch  the  grass  root  level.  However,  elites  competition  is  expected 
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to  heat  up  entering  July  2008  as  the  campaign  season  for  2009  election  | 

starts.  The  campaign  period  will  last  in  9  months  and  will  be  the  j 

longest  campaign  period  in  the  history  of  Indonesia.  The  challenge  in  [ 
this  year  campaign  will  be  to  manage  the  campaign  so  that  it  will  not 

disturb  the  government  performance  since  many  goverrunent  officials  ! 

are  related  to  the  political  parties.  ' 

Several  important  events  have  to  be  noted.  Litemal  party  conflict,  i 

in  particular  in  the  PKB,  will  have  significant  effect  on  the  coming  , 

election.  Popular  issues  such  as  BBM,  are  being  utilized  by  political  i 

parties  to  gain  popularity  and  undermine  the  base  of  the  competitors.  ; 

The  judicial  process  initiated  by  the  KPK  to  solve  several  corruption  ! 
cases  which  involved  several  parliament  members  is  another  political 
arena. 

THE  NEW  LAW  ON  LEGISLATIVE  ELECTION  | 

Law  No.  10/2008  on  Election  was  passed  by  the  parliament  on  \ 
March  S'^'^,  2008.  Is  there  anye  fundamental  changes  in  the  new  Election  : 
Law  compare  to  the  previous  one,  and  what  is  the  implication  to  the  j 
political  dynamics?  Will  the  new  Law  help  create  a  simplified  version  : 
of  a  multiparty  system,  which  is  essential  to  create  a  strong,  stable, 
and  effective  government?  Will  the  new  Election  Law  minimize  the  i 
political  fragmentation  in  the  parliament?  What  is  the  prospect  for  j 
this  new  Law  in  making  Indonesian  political  system  to  be  more  | 
responsive  to  the  people's  interest?  Will  the  new  Law  create  a  more  i 
accoxmtable  representatives? 

The  new  Law  brings  several  important  issues:  (1)  the  electoral  | 
threshold,  which  is  the  minimum  requirement  any  political  party  has 
to  fulfil  in  order  to  participate  in  the  next  election,  (2)  parliamentary 
threshold,  which  is  the  minimum  requirement  for  tiie  political  parties 
to  have  representative  in  the  parliament,  (3)  the  allocation  of  seats 
for  each  electoral  region,  (4)  calculation  of  left-over  votes,  and  (5) 
mechanism  for  selecting  the  elected  legislative  candidates. 

The  idea  to  institutionalize  electoral  threshold  was  intended  to 
reduce  the  number  of  political  parties  without  eliminating  tiie  rights 
of  the  new  or  small  polifical  parties.  Electoral  threshold  mechanism 
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Still  allows  political  parties  to  grow.  An  extreme  version  of  political 
parties  is  considered  to  be  unfit  to  the  presidential  system  adapted 
by  Indonesia,  particularly  to  build  a  stable  and  effective  government. 
Presidential  system  is  considered  to  be  more  suitable  with  biparty  or 
multiparty  system  with  limited  number  of  parties. 

The  previous  Election  Law  (Law  No.  12/2003  on  Election),  set  the 
electoral  threshold  at  3  percent,  which  means  that  political  parties 
must  get  at  least  3  percent  of  the  total  valid  national  votes  to  be 
able  to  participate  automatically  in  the  next  election.  According  to 
such  requirement,  there  are  only  7  parties  which  can  automatically 
participate  in  the  2009  election  without  having  to  go  through  the  KPU 
verification  process^  However,  the  electoral  threshold  requirement  is 
nullified  by  the  new  Election  Law.  The  supplemental  part  of  the  new 
Law  allows  the  political  parties  which  failed  to  get  3  percent  seats 
in  the  parliament  to  automatically  participate  in  the  2009  election 
without  having  to  gOhrough  the  KPU's  verification  process.  The 
new  Law  allows  9  additional  political  parties  to  participate  in  the  next 
election  automatically.  ^  We  can  conclude  that  the  attempt  to  simplify 
Indonesian  multiparty  system  is  done  inconsistently.  The  political 
compromise  among  the  political  parties  which  have  seats  in  the  DPR 
actually  is  adventagous  for  the  smaller  parlies.  The  question  is  what 
is  the  interest  of  the  big  parties  behind  their  concession  to  the  smaller 
parties? 

The  interest  of  the  big  parties  in  giving  the  above  concession  to 
tibie  small  parties  is  to  get  support  to  institutionalize  the  parliamentary 
tibireshold  requirements.  Parliamentary  threshold  can  be  an  effective 
mechanism  to  limit  political  fragmentation  in  the  parliament  as  well 


1  They  are:  (1)  Partai  Golkar,  (2)  PDI-P  (Partai  Demokrasi  Indonesia  -  Perjuangan), 
(3)  PPP  (Partai  Persatuan  Pembangunan,  (4)  PKB  (Partai  Kebangkitan  Bangsa),  (5) 
PAN  (Partai  Amanat  Nasional,  (6)  PKS  (Partai  Kesejahteraan  Sosial)  dan  (8)  Partai 
Demokrat. 

2  They  are:  (1)  PBR  (Partai  Bintang  Reformasi),  (2)  PDS  (Partai  Damai  Sejahtera), 
(3)  PBB  (Partai  Bulan  Bintang),  (4)  PNI  Marhaen,  (5)  PKPI  (Partai  Keadilan 
dan  Persatuan  Indonesia)  (6)  PPDK  (Partai  Persatuan  Demokrasi  Kebangsaan), 
(7)  Partai  Pelopor,  (8)  PKPB  (Partai  Karya  Peduli  Bangsa),  dan  (9)  PPDI  (Partai 
Penegak  Demokrasi  Indonesia). 
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as  reducing  the  number  of  political  parties  in  the  current  multiparty 
system  to  create  a  more  effective  government.  The  parHamentary 
threshold  is  currently  set  at  2.5%,  which  means  that  any  politick 
party  is  required  to  at  least  get  2.5%  of  the  total  number  of  seats  in  the 
DPR  to  be  able  to  get  their  representative  in  the  parhament.  For  small 
political  parties,  to  get  14  seats  out  of  the  560  is  a  hard  requirement  to 
fulfill.  If  the  2004  election  is  used  as  a  reference,  there  wiU  only  be  7 
parties  which  have  representative  in  2009.  For  some,  such  requirement 
is  cruel,  especially  for  the  small  poUtical  parties. 

The  new  Law  regarding  General  Election  also  defines  aUocation 
formula  on  numbers  of  seat  in  the  electoral  region,  which  is  3-10 
seats,  from  total  previous  seat  which  was  3-12.  What  is  the  basis  of 
the  reduction  of  total  seats  within  each  electoral  region?  Reduction 
on  the  allocation  of  total  seats  within  the  electoral  region  has  several 
implications:  first,  the  new  regulation  is  more  beneficial  for  poHtical 
parties  which  have  a  geographically  wide  support  base,  such  as  the 
Golkar  and  PDI-P.  Second,  the  new  regulation,  is  less  beneficial  for 
political  parties  which  have  support  base  in  limited  area,  such  as  PKB 
which  mass  support  is  concentrated  especially  in  East  Java. 

Appointment  of  the  selected  candidates  in  the  legislative 
election  is  the  most  controversial  issue  in  the  middle  of  pubHc 
discourse  particularly  related  to  the  improvement  of  accountabiHty 
of  the  Indonesian  parliament.  According  to  the  new  Election  law,  the 
candidates  who  get  at  least  30  percent  of  the  Bilangan  Pembagi  Pemilih 
(BPP)3  will  be  appointed  as  the  member  of  the  parliament^.  In  the  event 
the  candidates  do  not  fulfill  the  minimal  requirement  just  mentioned, 
the  appointment  of  the  legislative  candidates  shall  be  based  on  their 
number  on  the  candidates  list  in  their  electoral  region.  The  rules  in 

3  This  number  of  the  Dividers  Number-is  obtained  by  adding  aU  the  valid  votes 
and  to  be  divided  with  number  of  seats  within  the  election  region. 

4  In  the  event  total  candidate  obtaining  the  vote  hilfills  requirement  of  this 
DIVIDEPiS  NUMBER  is  more  than  total  seats  provided  for  party,  then  the  referred 
seat  will  be  transferred  to  the  candidate  placing  at  the  top  candidate  list  (Refer  to 
Article  124,  section  (b)  Law  Number  10  of  Year  2008  regarding  General  Election 
for  Members  of  the  Indonesian  Legislative  Assembly  (DPR),  the  Local  LegislaHve 
Assembly  (DPRD)  and  The  Area  Representative  Board  (DPD). 
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the  new  Law  regarding  General  Election  in  appointing  the  legislative 
candidate  are  not  so  much  in  different  from  the  previous  Election 
Law,  and  it  is  very  unlikely  that  there  will  be  better  accountability 
as  the  result  of  the  new  law.  Why  the  Indonesian  Legislative  is  more 
interested  in  using  "ranking'  rather  than  popular  vote  criteria  in 
appointing  the  elected  legislative  candidate? 

The  criteria  based  on  candidates'  rank  in  the  candidates  list  will 
produce  a  parliament  which  representatives  are  more  of  the  political 
parties  rather  than  of  the  people.  They  will  be  more  loyal  to  the  political 
parties  which  have  appointed  them  rather  than  paying  attention  to 
their  constituents.  The  ranking  system  arranged  by  parties  is  very 
vulnerable  to  money  politic,  particularly  in  the  process  of  designating 
ranks  of  candidates  in  the  list. 

Law  No.  10/2008  regarding  the  legislative  General  Election, 
apparently,  wiU  not  able  to  contiibute  much  to  the  democratic 
consolidation  in  Indonesia.  The  idea  to  strengthen  the  party  system 
is  only  to  limit  'the  new  actors  to  enter  into  the  politic  market'  which 
finally  wiU  only  perpetuate  the  oligarchy  power  structure,  where 
power  and  the  'material  benefit'  wiU  only  be  distributed  to  certain 
limited  circle  of  elites,  specifically  for  them  who  win  the  election. 

INTERNAL  PARTY  CONFLICT  IN  PKB 

As  other  political  parties  attempt  to  consolidate  to  face  the  coming 
2009  general  election,  the  PKB  (Partai  Kebangkitan  Bangsa);  a  political 
party  established  by  several  Islamic  leaders  from  the  Nahdlatul  Ulama 
(NU)  on  23rd  July,  1998  and  which  is  one  of  the  big  political  parties 
in  the  previous  general  elections;  is  currently  afflicted  by  internal 
party  conflict.  The  conflict  that  is  currently  taking  the  center  stage  is 
between  Gus  Dur  with  Muhaimin  Iskandar. 

There  are  several  reasons  why  the  relationship  between  the  two 
turns  sour.  First,  according  to  Gus  Dur,  Muhaimin  failed  to  follow  tiie 
proper  mechanism  in  his  political  decision  with  regards  to  reshuffling 
of  SBY's  cabinet.  Muhaimin  proposed  Lukman  Edi  as  Minister  of 
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Development  of  Backward  Region  replacing  Saifullah  YusuF.  The 
proposal  by  Muhaimin  was  conducted  without  prior  consultation 
with  Gus  Dur-  the  President  of  the  Dewan  Syuro. 

Second,  Muhaimin  has  been  postponing  in  approving  the  transfer 
of  the  leadership  of  F-PKB  from  Ida  Fauziyah  to  Effendy  Choirie  (Suara 
Pembaharuan,  April  5,  2008).  Moreover,  Gus  Dur  accuses  Muhaimin 
tried  to  mobilize  support  to  remove  Gus  Dur  from  the  Dewan  Syuro 
and  tried  to  replace  him  with  Hasyim  Muzadi,  the  current  PBNU's 
Chairman.  (Kompas,  28  March,  2008).  Muhaimin  was  also  accused  to 
plan  to  become  the  PKB  presidential  candidate  in  the  next  general 
election  {Kompas,  28  March,  2008).  Meanwhile,  PKB  has  put  Gus  Dur 
as  the  President  for  the  next  general  election  for  President  in  2009. 

This  conflict  divides  PKB  into  two  groups:  the  Muhaimin's  and  Gus 
Dur's.  In  some  occasions,  Muhaimin  has  rejected  the  notion  that  he  is 
planning  to  remove  Gus  Dur^  Muhaimin  establishes  an  Investigation 
Team'  in  order  to  identify  as  actors  within  PKB  which  are  attempting 
to  divide  the  party.  The  referred  Investigation  Team  was  established  to 
identify  the  seven  functionaries  of  PKB  have  infiltrated  PKB,  opposing 
one  party  against  another  and  mismanagement  practices,  has  utilize 
intimidation  and  blackmailing  (Jakarta  Post,  4  April,  2008). 

The  internal  conflict  of  PKB  will  bring  serious  impact  for  the 
development  of  the  party.  The  internal  conflict  of  PKB  has  caused  the 
resignation  of  potential  party's  legislative  candidates  which  will  be 
very  costly  for  PKB  in  the  coming  election.  In  the  previous  election 
PKB  has  been  very  strong,  particularly  because  of  its  Nahdliyin 
supporting  base.  Meanwhile,  the  continuous  division  within  the  PKB 


5  Saifullah  Yusuf  is  the  PKB's  cadre  who  is  during  reshuffle  cabinet  whose  during 
the  rumors  of  cabinet  reshuffle,  he  has  opposed  to  PPP. 

6  This  denial  also  stated  by  Muhaimin  during  the  opening  of  Extraordinary  Meeting. 
He  also  affirmed  that  the  Extraordinary  Meeting  organized  by  his  fortification 
was  not  being  intended  to  be  in  contrary  with  Gus  Dur  and  the  Syura  Board  of 
PKB  {Suara  Pembaharuan,  3  May  2008). 

7  The  Investigation  Team  consists  of  Nursyalabani  Katjasungkawa  -  as  Chairmaix, 
Abdul  Kadir  Karding  -  as  Secretary,  and  Bachrudin  Nasori,  Achmad  Niam  Salim 
and  Helmi  Faisal  Zaini  -  respectively  as  members  of  Team  (Republika,  4  April, 
2008). 
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elites  will  increase  the  political  fragmentation  among  the  Nahdliyin 
base. 

The  internal  coriflict  of  PKB  will  benefit  for  other  political  parties. 
PKNU  (Partai  Kebangkitan  Nahdlatul  Ulama),  a  party  established  as 
Ithe  result  of  the  previous  internal  conflict  in  PKB,  and  PPP  (Partai 
Persatuan  Pembangunan)  are  expected  to  be  the  most  potential  parties 
ito  get  dissatisfied  PKB  supporters. 

KPK  AND  DPR 

The  arrest  of  the  members  of  the  Forth  Commission  of  the 
Indonesian  Legislative  Assembly  (DPR)  from  PPP  faction,  namely 
Al  Amin  Nasution  by  KPK  (Corruption  Eradication  Commission 
of  Indonesia)  was  such  an  interesting  incident.  Amin  was  arrested 
:  because  of  he  was  suspected  to  be  involved  in  a  bribery  case  related 
t  to  the  functioning  of  the  forest  at  the  Bintan  Regency,  in  Riau  Island. 
]  The  arrest  on  one  of  the  members  of  the  Legislative  Assembly  (DPR) 
t  being  suspected  to  be  involved  in  corruption  practice  is  now  becoming 
i  a  politic  phenomenon  with  wide  spread  effect,  especially  among  the 
:  commitment  by  political  elites  to  eradicate  corruption. 

The  er?di  cation  of  corruption  should  become  an  agenda  which 
i  gets  serious  attention.  Transparency  International's  Survey  places 
I  Indonesia  to  be  one  of  the  worst  countries  plagued  by  corruption.  This 
I  corruption  practices  are  not  only  occurring  within  the  circle  of  the 
j  governmental  institution,  but  also  within  the  Indonesian  Legislative 
.  Assembly  (DPR)  and  even  within  the  judiciary  and  law  ervforcement 
;  institutions  such  as  the  police,  judges,  and  attorney. 

Many  believes  that  the  Al  Amin's  corruption  case  has  been  carried 
•  out  collectively.  Emerson  Yuntho  from  the  Indonesian  Corruption 
Watch  (ICW)  considered  that  the  arrest  of  Al  Amin  is  only  the  tip  of 
a  big  ice  mountain  phenomenon.  Related  with  such  matter,  Sebastian 
Salang  from  FORMAPPI  (Parliament  Care  Commimity  Forum)  pushed 
KPK  (Corruption  Eradication  Commission  of  Indonesia)  to  investigate 
all  members  of  the  Forth  Commission  of  the  Indonesian  Legislative 
Assembly  (DPR)  {Suara  Pembaharuan,  10  April,  2008)  and  the  other 
local  government  apparatus  of  the  Regency  of  Bintan.  Moreover  the 
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Indonesian  Corruption  watch  (ICW)  also  insists  that  KPK  (Corruption 
Eradication  Commission  of  Indonesia)  does  not  yield  to  political 
pressure.  The  Al  Amin's  case  will  be  a  test  for  KPK  (Corruption 
Eradication  Commission  of  Indonesia)  to  diffuse  the  negative  stigma 
that  the  KPK  only  investigate  corruption  cases  selectively 

Corruption  practice  is  growing  within  both  the  bureaucracy 
and  the  parUament.  The  corruption  practices  within  the  Indonesian 
parhament  are  increasing  since  the  political  reform  in  1998  parallel 
with  the  growing  political  clout  of  the  parliament.  The  parHament's 
authorities  include  passing  laws,  making  budget  arrangement,  monitor 
the  government,  carrying  outfit  and  proper  test  in  recruitment  process 
of  the  state's  institutions..  Tlie  arrest  KPK  (Corruption  Eradication 
Commission  of  Indonesia)  on  some  people  being  suspected  to  be 
mvolved  on  corruption  cases  may  be  seen  as  the  first  govemmenfs 
serious  action  to  fight  cprruption.  But  nevertheless  such  KPK's  actions 
in  handling  the  suspected  case  of  corruption  are  not  free  from  pro 
and  contra,  which  shows  that  there  are  clear  resistance.  For  example 
Agung  Laksono  questions  the  authority  of  KPK  (Kompas,  24  April, 
2008).  The  idea  to  disband  KPK  was  aired  by  several  members  of  the 
Indonesian  parliament. 

PORK  BARREL  POLITICS 

Pork  barrel  politics  is  often  defined  as  poHtical  decisions  to  build 
pubhc  political  support  which  is  done  by  the  government  by  way  of 
introducing  programs  which  are  self  fimded  and  popular  among  the 
public.  The  practices  of  pork  barrel  politics  are  more  as  government's 
strategy  (read:  party  or  coalition  of  party  controlling  the  government) 
to  get  public  sympathy  to  win  election.  The  pork  barrel  politics  is  also 
considered  as  one  of  types  of  political  activity  that  relies  on  ynoney 
politics.  Will  the  poHtical  change  in  Indonesia  since  1998  creates 
political  openness  is  going  to  end  the  phenomenon  of  pork  barrel 
politics? 

The  phenomenon  of  pork  barrel  politics  has  became  an  interesting 
political  issue,  particularly  ever  since  the  government  under  Susilo 
Bambang  Yudhoyono  schedules  for  reducing  the  fuel  subsidy,  and 
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planning  the  compensation  by  financing  some  programs  for  the  low 
income  people.  The  government's  policy  to  raise  the  fuel  price  is  not 
an  easy  choice  in  the  current  political  and  economic  situation.  The 
decision  to  decrease  the  fuel  subsidy  has  been  considered  as  a  rational 
economic  policy  particularly  to  keep  the  long  term  state's  financial 
.condition  healthy  and  stable. 

But,  the  goverrunent's  policy  to  raise  the  fuel  price,  which  tends 
increase  the  price  of  other  goods  and  services,  in  the  middle  of 
•economic  difficulties  experienced  by  the  Indonesian  commtmity  -  is  a 
very  unpopular  political  policy.  Will  the  policy  by  rising  up  the  fuel's 
price  will  drop  the  popularity  of  Susilo  Bambang  Yudhoyono  and 
ijusuf  Kalla  in  facing  the  presidential  election  in  2009,  only  time  will 
itell. 

The  goverrunent's  decision  to  increase  the  fuel  price  on  May  25*^, 
:  2008  was  judged  as  a  brave  action^.  Increasing  of  the  fuel's  price  indeed 
■has  triggered  wide  spread  refusal  and  negative  reaction  within  the 
:puublic  circles,  such  as  from  university  students,  labors,  fishermen, 
:  transportation  drivers,  and  even  housewives. 

Some  important  events,  such  as  celebrations  of  Hari  Kebangkitan 
Nasional  (May  20*)  and  Hari  Kelahiran  Pancasila  (Jirne  1"')  -  was 
used  by  the  goverrmient  to  consolidate  popular  support.  Rejection 
:  againts  the  government's  policy  also  comes  from  the  political  parties 
in  the  parliament.  Some  factions  including  PDI-P,  PKB,  PAN  and  PKS^ 
:  strongly  oppose  the  increase  of  fuel  price. 

Meanwhile,  the  government  has  prepared  some  programs  to 
compensate  the  increase  of  fuel  price.  One  of  the  program  is  called 
Direct  Cash  Fund  (BLT)^°,  which  is  a  financial  support  provided  for 


8  The  rise  up  the  fuel's  price  announced  by  the  government  on  24  May,  2008 
achieved  for  28.8  percent.  The  three  types  of  subsidized  fuel  experience  for  such 
rise  up  are:  (i)  Premium  for  33.3  percent  which  is  from  Rp.  4,500  into  Rp.  6,000  per 
liter;  (ii)  Solar  for  27.  9  percent  which  is  from  Rp.  4,300  into  Rp.  5,500  /  Uter  and 
(iii)  Kerosene  for  24  percent  which  is  from  Rp.  2,000  into  Rp.  2,500  /  per  liter. 
*  9  http://suryalive.com/content/view/1605/51 
10  This  Direct  Cash  Fund  (BLT)  program  will  complete  other  goverrunent's  policies, 
previously  have  been  existing,  such  as  Public  Business  Credit  (KUR),  Family 
Hope  Program  (PKH)  and  School  Operation  Support  (BOS). 
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poor  family,  in  which  each  family  will  receive  fund  in  the  amoimt  of 
Rp  100,000  per  month.  The  BLT  program  is  one  example  of  a  popular 
policy. 

Popular  programs  or  policy  are  generally  very  effective  to  get 
political  support  from  the  grass  root  as  well  as  for  mobilizing  support. 
For  government,  the  BLT  program  and  other  popular  programs  may 
help  boost  the  incumbent  popularity  which  was  hit  hard  by  the  fuel 
price  increase.  What  about  the  attitudes  of  the  opposition  parties? 
Some  local  government  and  the  Local  Legislative  Assembly  have 
refused  the  BLT  program,  which  shows  that  there  are  some  rejection 
by  political  elites  opposite  to  the  incumbent  government  with  regards 
to  popular  policies. 

However,  the  BLT  program  has  not  decrease  public's  resentment 
for  the  fuel  price  hike.  The  demonstrations  imiversity  students  have 
spread  all  over  Indonesia,  such  as  in  Jakarta,  Bandimg,  Yogyakarta, 
and  Makassar.  The  demonstrations  by  the  college  students  are 
also  marked  with  physical  conflict  with  security  apparatus.  The 
demonstrations  accompanied  the  fuel's  rise  up  not  only  demand  the 
withdrawal  of  the  fuel  price  increase,  and  the  BLT  program,  but  they 
also  demand  for  SBY-JK  resignation. 

The  irony  is  in  the  middle  of  students'  demonstration  against  the 
fuel  price  increase,  the  Government  form  a  Special  Fund  for  College 
Student  (BKM).  The  allocation  of  education  fund  in  amoimt  of  Rp  200 
billions  is  a  way  to  compensate  the  fuel  price  increase.  BKM  is  to  be 
distributed  to  four  hundred  thousand  students  with  from  low  income 
families  with  a  maximum  nominal  amount  of  Rp  500  thousand  per 
semester.  The  Minister  of  National  Education  Bambang  Sudibyo 
clarified  that  the  purpose  of  the  BKM  is  not  to  calm  the  students  and 
keep  them  away  from  protesting  the  government  fuel  price  policy". 

At  the  end,  the-political  maneuvers  by  political  elites  will  continue 
to  increase  as  the  2009  general  election  gets  closer,  and  we  can  only 
hope  that  this  coming  election  will  further  consolidate  the  democracy 
in  Indonesia. 


11  Simr  Harapan,  29  May,  2008. 


REVIEW  OF  ECONOMIC  DEVELOPMENT 


SLOWLY  SWEPT  BY  GLOBAL  DRIFT 

Carlos  Mangunsong 


GENERAL  OVERVIEW 

The  continuing  increase  of  global  crude  oil  and  food  prices  has 
made  significant  impacts  on  the  macroeconomic  condition  in 
Indonesia.  Crude  oil  price  finally  exceeded  its  psychological 
price  limit  of  100  USD/barrel  at  the  end  of  first  quarter  2008.  Due 
to  the  shortage  on  budget  allocation  to  cover  discrepancy  between 
domestic  and  international  price  of  oil,  the  Indonesian  government 
was  forced  to  annoimce  their  future  plan  to  cut  fuel  price  subsidy.  The 
annoimcement  led  to  inflation  rise  and  halted  economic  growth,  which 
was  supposed  to  be  on  a  potential  track  for  a  better  acceleration. 

Two  other  related  issues  of  the  quarter  period  were  the 
introduction  of  Octane  90  gasoline  to  the  public  and  the  controversy 
of  new  electricity  billing  system. 

ECONOMIC  GROWTH 

The  economy  grew  by  6.3  percent  (y-o-y)  during  first  quarter  2008, 
exactly  at  the  same  rate  as  the  previous  quarter,  but  slightly  higher 
than  the  same  quarter  last  year.  Export  was  becoming  the  engine  of 
growth  though  experiencing  some  decrease  in  competitiveness  due  to 
higher  production  cost  caused  by  global  oil  price  increase. 

Growth  by  sectors  was  mostly  dominated  by  agriculture  sector 
which  was  on  its  harvesting  period.  As  a  result  of  the  increase  on 
food  prices,  the  sector  was  yielding  higher  growth  than  the  same 
period  of  last  year. 
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Expenditure  Side 

From  expenditure  side,  the  share  of  GDP  was  still  dominated 
by  household  consumption,  which  was  growing  at  5.5%  compared 
to  the  same  quarter  last  year.  While  it  was  true  for  the  first  quarter, 
the  growth  of  household  consumption  is  predicted  to  be  slowing 
down  in  the  next  few  quarter,  for  the  reason  of  many  price  increases 
that  follow  the  crude  oil  price  increase.  Sign  of  the  slowing  down 
has  already  shown  by  a  slight  decrease  in  growth  between  fourth 
quarter  2007  and  first  quarter  2008.  Nevertheless,  the  absolute  value 
of  household  consumption  (by  constant  price  2000)  increased  from 
682  trillion  Rupiah  in  fourth  quarter  2007  to  702.7  trillion  Rupiah  in 
first  quarter  2008. 

The  most  contributing  component  to  GDP  growth  was  export  of 
goods  and  services  that  grew  at  15%  level.  The  increase  of  exports  was 
mainly  occurring  in  goods-  rather  than  in  services.  However,  the  high 
growth  rate  of  imports,  made  the  net  export  to  grow  rather  smaller 
pace,  at  8.8%.  The  high  import  growth  was  attributed  to  the  increase 
in  imports  for  raw  material  and  capital  goods. 

Government  consumption  in  the  first  quarter  of  2008  decreased 
compared  to  its  value  in  fourth  quarter  2007  due  to  smaller  government 
expenditure  on  goods.  The  amoimt  of  government  consumption 
in  fourth  quarter  2007  was  99.9  trillion  Rupiah,  while  in  the  first 
quarter  2008  it  was  76.7  trillion  rupiah.  The  decrease  of  government 
consumption  in  constant  price  was  about  30.5  percent. 

Gross  capital  formation  (in  constant  price)  increased  13.3  percent 
and  reached  115.9  trillion  rupiah.  Most  of  it  came  from  construction 
and  foreign  technology. 
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Production  Side 

The  Indonesia  economy  performed  relatively  fine  in  the  first 
■  quarter  of  2008  despite  the  worry  of  declining  production.  The 
quarter-on-quarter  growth  was  2.14  percent,  making  the  year-on-year 
growth  of  6.3  percent.  Agriculture  sector  contributed  significantly  to 
the  growth,  due  to  successful  paddy  harvesting  session.  Some  services 
sector,  particularly  financial,  electric-gas-and-water,  transportation- 
and-communication,  also  provide  rather  significant  contribution  to 
the  growth. 

While  some  sectors  expanded,  some  other  sectors  contracted  - 
on  quarterly  basis.  Mining-and-quarrying  and  construction  were  the 
sectors  that  contracted  the  most  in  the  first  quarter,  by  1.1  and  1.6% 
(q-o-q).  Supply  side  and  lack  of  investment  -  for  expansion  -  is  the 
likely  factor  for  declining  performance  of  Mining-and-quarrying, 
and  this  is  despite  th&.  ongoing  resource  boom  in  global  market. 
Unlike  other  resource-rich  countries,  Indonesia  therefore  seems  to 
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have  been  unable  to  gain  the  most  from  the  boom.  The  decline  in 
the  construction  sector,  meanwhile,  could  partly  be  attributed  by  the 
slowing  expansion  of  the  sector. 

Economic  Forecast 

For  the  rest  of  2008,  Indonesia  will  continue  to  face  challenges 
and  risks,  posed  by  external  and  domestic  shocks.  External  shock  may 
come  from  the  deeper  slowdown  of  world  economy,  while  domestic 
shock  may  come  from  high  inflation  rate  caused  by  the  increase  in  fuel 
price.  Moreover,  the  rapid  increase  in  commodity  price  and  imstable 
financial  market  after  subprime-mortgage  crisis  in  the  United  States 
may  also  present  certain  risks  to  the  Indonesian  economy.  Some 
potential  challenges  may  also  come  from  the  oil  production  and 
infrastructure  projects.  If  government  can  increase  oil  production  and 
reach  infrastructure  projects  targets,  it  may  contribute  positively  to 
economic  growth.  On  the  contrary,  if  the  two  could  not  be  achieved, 
definitely  larger  negative  effects  would  spread-out  within  a  very  short 
period. 

MONETARY  DEVELOPMENT 

During  months  in  the  first  quarter  of  2008,  the  economy  faced  many 
pressures  from  external  and  internal  factors.  The  high  price  of  food 
and  energy  in  the  global  market  gave  impacts  to  domestic  economy 
through  inflation  factors,  both  in  terms  of  administered  price  or  core 
inflation.  In  the  first  quarter  of  2008,  the  inflation  reached  3.41  percent 
in  quarter  basis  and  8.17  percent  in  yearly  basis.  The  inflation  was 
associated  with  growth  in  money  supply  which  has  been  increasing 
for  the  past  times.  Meanwhile,  the  average  exchange  rate  for  this  year 
first  quarter  was  depreciated  as  much  as  0.21  percent  also  by  external 
factors,  reaching  average  level  of  9258  Rupiah  per  one  US  Dollar. 

Money  Supply  Condition 

Money  supply  was  still  growing  in  line  with  historical  trend  from 
quarter  to  quarter,  but  a  bit  flat  between  months  in  first  quarter  2008. 
Ml  increased  18.7  percent  in  tiiis  year  first  quarter  and  reached  411.3 
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trillion  Rupiah.  Meanwhile,  M2  had  reached  1596.1  trillion  Rupiah, 
which  was  slightly  higher  than  months  before,  approximately  16.5 
percent  higher.  Real  growth  of  Ml  and  M2  were  11.3  percent  and  9.4 
percent. 


1700000 


Source:  CEIC  database 

Inflation  and  Interest  rate 

The  inflation  rate  for  the  first  quarter  of  2008  was  higher  than  the 
previous  quarter  and  last  year's  first  quarter.  The  inflation  rate  was 
3.41  percent  in  quarterly  basis,  while  in  the  first  quarter  and  fourth 
quarter  of  2007  were  2.09  percent  and  1.91  percent,  respectively.  On 
yearly  basis,  inflation  rate  increased  from  6.59  percent  in  last  quarter 
of  2007  to  8.17  percent  in  first  quarter  of  2008. 

Rising  food  prices,  i.e.  for  fresh  and  processed  food,  including 
beverages  and  tobacco  for  the  latter,  remain  the  main  reason  for  the 
high  inflation  rate.  No  one  really  predicted  that  the  inflation  on  the 
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end  of  first  quarter  2008  to  be  that  high,  which  now  implies  a  more 
difficult  situation  for  Bank  Indonesia  to  meet  its  2008  inflation  rate 
target. 

A  raging  inflationary  pressure  is  expected  in  the  coming  quarter, 
as  the  government  announced  the  plan  to  further  increase  domestic 
fuel  price.  However,  the  harvest  season,  which  has  already  started 
and  implementation  of  some  fiscal  measures  -  such  as  the  removal  of 
wheat  and  soybean  import-tax  and  higher  CPO  export-tax  -  should 
also  initiate  some  real  positive  impact.  This  prediction,  unfortunately, 
depends  to  how  much  the  government  plans  to  reduce  fuel  price 
subsidy,  owing  to  either  high  or  rising  world  oil  price. 

Bank  Indonesia  decided  to  keep  its  benchmark  interest  steady  at 
8%  for  the  quarter  period.  Given  the  high  year-to-date  inflation,  it  is 
unlikely  to  see  further  interest  rate  cut  by  the  central  bank.  In  fact,  there 
is  a  pressure  for  higher  interest  rate.  Nevertheless,  Bank  Indonesia's 
action  on  interest  rate  should  also  be  driven  by  the  direction  of  the 
U.S.  economy.  The  prediction  of  further  interest  cut  by  the  Federal 
Reserve  Bank  somehow  provides  a  room  for  Bank  Indonesia  to  either 
maintain  or  lower  its  interest  rate  benchmark. 


Inflation  and  Bl  Rates 
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Exchange  Rate  and  Stock  Price 

A  declining  trend  has  been  the  general  picture  for  stock  prices 
traded  in  the  Indonesian  Stock  Exchange  (IDX).  This  was  largely 
rooted  in  the  declining  performance  of  regional  and  global  stock 
markets,  affected  by  the  combination  of  the  crisis  in  the  U.S.  and  the 
increasing  trend  in  crude  oil  and  commodity  price.  The  IDX's  index 
reached  the  lowest  level  of  2,294.5  on  January  22.  The  index  had 
actually  boimced  back  soon  after  this  and  came  to  another  turning 
point  on  February  28.  The  index,  however,  rose  again  after  March  17 
due  to  the  U.S.  interest  rate  cut  rate  and  reports  of  good  corporate 
earnings  of  many  companies. 

Meanwhile,  the  Rupiah  to  USD  exchange  rate  had  been  ups  and 
downs  in  the  whole  part  of  first  quarter  2008  but  relatively  in  a  stable 
position.  While  the  globally  weakening  of  USD  lifted  up  the  Rupiah, 
several  withdrawals  gl  foreign  capital  from  Indonesian  financial 
markets  gave  some  depreciation  pressure.  The  exchange  rate  once 
appreciated  to  quite  high  level  of  IDR  9,051/1  USD  within  the  period. 
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precisely  at  29  February.  Given  the  current  economic  condition,  we 
expect  Bank  Indonesia  to  intervene  the  market  quite  often  in  the 
following  quarter  given  a  high  pressure  of  inflation. 

BALANCE  OF  PAYMENTS 

For  this  year's  first  quarter,  the  balance  of  payments  recorded  US$ 
1  billion  of  surplus.  Aligned  to  the  condition,  international  reserves 
reached  up  to  US$  59  billion  or  equals  to  5  months  of  imports  and 
foreign  debt  payments.  The  surplus  mainly  came  from  current 
accoimt  balance,  particularly  in  exports  receipts.  In  the  meantime, 
capital  account  was  on  a  deficit  balance  caused  by  the  declining  of 
foreign  ownerships  in  portfolio  assets. 

Exports 

Exports  receipt  increased  by  29.2  percent  within  the  first  quarter 
and  booked  a  value  of  US$  34.4  billion.  Oil  and  gas  exports  marked 
their  highest  growth  of  61.7  percent,  and  then  followed  by  non-oil  & 
gas  products  which  were  on  a  21.8  percent  of  growth  rate.  Increase  of 
crude  oil,  palm  oil,  rubber  and  tin  prices  were  among  the  reasons  of 
export  value  upgrading.  However,  in  general  there  was  an  increase  of 
demand  on  Indonesia  export  products. 

Imports 

Imports  payment  increased  by  17.92  percent  compared  to  the 
previous  quarter.  Value  of  imports  payment  was  approximately  78% 
of  export  receipt.  Volatile  price  was  one  of  the  reasons  for  the  growth 
in  imports. 

Meanwhile,  global  crude  oil  price  hike  made  huge  discrepancy 
between  subsidized  and  non-subsidized  fuel  prices,  which  led  to  an 
increase  in  consumption  of  the  subsidized  fuel.  However,  the  increase 
was  showing  a  tendency  of  arbitrage  motives.  Some  people  may 
hold  and  then  smuggle  subsidizedd  fuel  to  a  non-subsidize  market. 
K  this  trend  continues,  added  with  the  decreasing  trend  of  domestic 
oil  production,  the  country  may  have  to  increase  imports  of  fuel  and 
enlarge  the  deficit  on  oil  and  gas  trade  balance. 


I 

Review  of  Economic  Development:  SLOWLY  SWEPT  BY  GLOBAL  DRIFT 

Current  Account 

^  Current  account  surplus  grew  by  8.5  percent  compared  to  the 
same  quarter  last  year.  The  main  underpinning  factor  of  the  surplus 
was  exports  receipt  that  was  overlapping  imports  payment  and 
workers  remittances  from  abroad.  Expansion  of  current  account 
balance  reflected  the  positive  contribution  of  external  sectors  to  the 
domestic  economy.  However,  first  quarter  of  2008  balance  was  less 
than  the  fourth  quarter  of  2007  which  might  be  caused  by  seasonal 
factors. 

Capital  and  Financial  Account 

Capital  accoimt  activity  in  first  quarter  of  2008  showed  a  deficit  of 
US$  1.4  billion.  The  shock  on  the  U.S.  financial  sector  and  the  global 
economic  slow-down  to  some  extent  affected  the  Indonesian  financial 
market.  Another  significant  factor  was  foreign  investors'  tendency  to 
transfer  their  capital,  to  short-term  and  liquid  assets  in  commodity 
markets.  Their  activities  triggered  fluctuation  of  capital  flow  in 
emerging  markets.  Related  to  this  issue,  the  Indonesian  Stock  Market 
recorded  a  net  outflow  of  US$  14  million  in  this  year  first  quarter. 


Balance  of  Payments 

DESCRIPTION 

Unit 

Mar,  2007 

Jun,  2007 

S  ep,  2007 

Dec,  2007 

Mar,  2008 

C  urrent  Account  (C  A) 

USD  mn 

2,605 

2,282 

2,114 

3,364 

2,825 

C  A:  Goods 

USD  mn 

7,712 

8,107 

7,487 

9,412 

7,560 

CA:  Goods:  Exports  fob 

USD  mn 

25,626 

29,202 

30,009 

32,177 

34,405 

CA:  Goods:  Imports  fob 

USD  mn 

18,914 

21,095 

22,521 

22,765 

26,844 

C  A:  Services 

USD  mn 

(3,162) 

(2,962) 

(2,753) 

(2,920) 

(3,136) 

C  A:  Income 

USD  mn 

(3,155) 

(4,016) 

(3,838) 

(4,515) 

(2,976) 

CA:  Current  Transfer 

USD  mn 

1,210 

1,153 

1,218 

1,387 

1,376 

Capital  and  Financial  Account 

USD  mn 

1,799 

1,983 

(945) 

485 

(1,411) 

C  apital  Account 

USD  mn 

43 

127 

255 

122 

41 

Financial  Account  (FA) 

USD  mn 

1,756 

1,856 

(1.200) 

363 

(1,452) 

FA:  Direct  Investment 

USD  mn 

(225) 

1,423 

778 

162 

365 

FA:  Direct  inv:  Abroad 

USD  mn 

(1,262) 

390 

(1,413) 

(2,505) 

(1,568) 

FA:  Direct  Inv:  In  Indonesia 

USD  mn 

1,037 

1,033 

2,191 

2,667 

1,933 

FA:  Portfolio  Investment 

USD  mn 

2,491 

3,769 

463 

(1,200) 

1,900 

FA:  Portfolio  Inv:  Assets 

USD  mn 

(497) 

(1,939) 

(1,259) 

(764) 

(818) 

FA:  Portfolio  Inv:  Liabilities 

USD  mn 

2,988 

5,707 

1,722 

(437) 

2,719 

FA:  Other  Investment 

U  SD  mn 

(510) 

(3,337) 

(2,441) 

1,402 

(3,717) 

FA:  Other  Inv:  Assets 

USD  mn 

(162) 

(2,286) 

(2,382) 

234 

(3,455) 

FA:  Other  Inv:  Liabilities 

USD  mn 

(348) 

(1,051) 

(59) 

1,168 

(262) 

E  rrors  and  Commissions 

U  SD  mn 

(25) 

(629) 

10 

(329) 

(382) 

Overall  Balance 

U  SD  mn 

4,379 

3,637 

1,179 

3,520 

1,032 

Source:  CEIC  database 
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Foreign  direct  investment  recorded  a  net  inflow  of  US$  365 
million.  The  government's  success  on  issuing  global  bonds  in  the  first 
quarter  was  one  of  the  positive  factors  of  capital  account.  Meanwhile, 
other  investments  showed  huge  outflow  of  US$  3.7  billion.  The  figures 
reflected  the  increasing  ownership  of  foreign  assets  from  Indonesian 
investors, 

OTHER  ISSUES 

Octane  90  Gasoline 

The  government  plaimed  to  introduce  a  new  type  of  gasoline  in 
2008  (i.e..  Octane  90  Gasoline)  in  the  light  of  ofl  price  the  recent  oil 
price  increase.  Oil  price  in  world  market  started  to  rapidly  increase  in 
July  2007  and  now  hovers  above  100  USD/barrel,  a  level  high  beyond 
government  budget  assumption. 

The  plan  aims  at  reducing  the  amoimt  of  subsidy  in  the 
government's  budget  due  to  the  increase  in  the  oil  price,  by  converting 
consumers'  demand  from  the  highly  subsidized  gasoline,  which  is 
Octane  88  Gasoline  -  or  commonly  known  as  'Premium'  Gasoline,  to 
the  lower  subsidized  gasoline  (i.e..  Octane  90  Gasoline).  The  price  of 
the  new  gasoline  will  be  set  much  closer  to  the  international  price  and 
subsidized  at  75  percent  lower  than  the  price  of  Octane  88  Gasoline. 
The  government  intended  to  save  up  about  50  percent  of  fuel  subsidy 
in  government  budget  by  introducing  the  new  gasoline. 

In  terms  of  implementation,  the  government  will  gradually  reduce 
the  production  of  Octane  88  Gasoline  and  increase  the  production  of 
the  new  gasoline.  As  for  the  mechanism  in  the  distribution  at  retail 
level,  the  government  plans  to  sale  it  in  gas  stations  around  central 
business  districts  and  wealthy  residentials.  Moreover,  the  government 
is  also  planning  to  give  each  car  a  quota  to  buy  Octane  88  Gasoline. 
The  quota  will  be  evaluated  using  label  attached  on  each  car  that  will 
be  given  after  they  bought  gasoline.  However,  the  later  is  still  doubted 
to  bring  success  to  the  program. 

While  appealing,  it  is  not  clear  wheflier  the  government  could 
successfully  implement  the  plan  and,  thus  achieve  flie  aim.  For 
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example,  there  are  no  credible  mechanisms  that  could  avoid  practices 
in  selling  the  high-subsidized  gasoline  -  that  is.  Octane  88  or  Premium 
—  to  the  non-targeted  consumers,  which  are  the  rich  consumers. 

[Controversy  of  New  Electricity  Billing  System 

The  soaring  oil  price  in  the  recent  months  has  lifted  up  a  subsidy 
•burden  of  FT  Perusahaan  Listrik  Negara  (PLN),  a  state-owned 
company  monopolizing  power  supply.  According  to  a  recent  talk 
i  between  the  Minister  Mineral  and  Natural  Resources  and  the  House 
of  Representatives,  the  total  electricity  subsidy  would  reach  IDR 
61.01  trillion.  This  calculation  was  based  on  several  assumption:  the 
;  Indonesian  crude  oil  price  of  US$95  per  barrel;  the  exchange  rate  of 
:  Rupiah  against  US$  at  IDR  9,100;  the  power  depreciation  at  aroimd 
11.2%;  electrification  growth  at  1.9%;  and  electricity  sales  at  119.78 
TrilHon  Watt  Hours  (TWH). 

This  amount  of  si^bsidy  has  included  a  subsidy  cut  from  an 
I  electricity  saving  program  by  IDR  5  trillion.  The  program,  moreover, 
.  applies  what  so-called  incentive  and  disincentive  in  the  billing 
;  system.  In  detail,  PLN  sets  a  threshold  of  power  usage  for  each  tariff 
group  and  the  use  of  electricity  is  calculated  based  on  the  average-use 
within  every  group.  Thus,  electricity  consumers  above  the  threshold 
will  be  applied  a  disincentive;  namely,  paying  the  additional  power 
of  30-160%  higher  than  the  subsidized  power  (below  the  threshold). 
Meanwhile,  those  whose  power  usage  below  the  threshold  will  be 
given  an  incentive  by  getting  20%  tariff  cut. 

According  to  the  plan  there  are  18  tariff  groups  that  will  be  the 
subject  of  the  new  disincentive  and  incentive  billing  system,  April  1, 
2008.  There  are  residential  groups,  (covers  from  Rl  450  Volt  Ampere 
(VA)  to  Rl  2,200  VA,  R2  and  R3),  business  sector  (covers  from  Bl 
450  VA  to  Bl  2,200  VA,  B2),  and  the  government  (covers  from  PI  450 
VA  to  PI  2,200  VA,  PI  2,200  VA-200  kilo  volt  ampere  (kVA)  and  P2 
above  200kVA).  Each  group  has  its  own  threshold.  For  example  the 
threshold  of  Rl  450  VA  tariff  group  will  be  60kWh,  R  1,900  VA  is  92 
kWh,  Rl  1.300  VA  is  158  kWh  and  Rl  2,200  will  be  283. 

\ 
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Even  though  subsidy  cut  is  in  a  dire  need  given  the  very  tight 
2008  state  budget,  the  program  triggered  controversy  The  first  and  the 
most  fundamental  controversy  is  about  the  basic  assumption  for  the 
calculation.  There  is  no  disclosure  information  about  reasons  behind 
the  number;  that  is,  why  it  is  30-160%  higher  for  disincentive  and 
20%  lower  for  incentive.  Secondly  the  program  seems  to  overlook  the 
importance  of  public  communication,  and  thus  makes  it  looks  like  a 
hasty  planning.  No  good  public  information  concerning  changes  in 
billing  system  would  prompt  fusses  between  misinformed  costumers 
and  staffs  at  operational  level. 

Thirdly  the  program  could  be  unjust,  particularly  for  the  notion 
of  the  threshold  based  on  tariff  groups.  We  often  find  that  the  power 
usage  of  low  groups  is  similar  to  those  in  the  upper  groups.  Unless 
these  typical  users  upgrade  their  tariff  group  -  so  that  it  increases  the 
threshold  -  they  are  very  likely  to  be  imposed  the  disincentive  program. 
Meanwhile  the  users  who  consume  the  same  power,  but  come  from 
upper  group,  might  enjoy  the  incentive  due  to  higher  threshold. 

Although  the  government  and  PLN  argued  that  the  incentive- 
disincentive  program  is  not  the  same  as  an  increasing  in  the  baseline 
electricity  tariff,  we  can  expect  that  the  result  should  be  simiHar.  Thus, 
tliere  is  a  strong  public  perception  which  views  that  the  program  is 
nothing  but  to  maintain  political  image.  Moreover,  we  also  predict 
that  the  program  would  not  be  followed  by  an  improvement  in  PLN's 
service;  blackout  would  continue,  particularly  out  of  java,  and  this 
would  add  overhead  cost  for  business  sector.  The  imexpected  scenario; 
without  stem  implementation,  the  program  might  be  expected  to  be 
unsustainable  due  to  public  pressure. 


REVIEW  OF  REGIONAL  AND  GLOBAL 
DEVELOPMENT 


COMPLEX  DYNAMICS  OF 
INTERNATIONAL  RELATIONS 

Lina  Alexandra,  Shafiah  Fifi  Muhihat,  Alexandra  Retno  Wulan 


The  second  quarter  of  2008  has  seen  various  regional  and 
global  developments,  some  of  which  are  highly  significant 
for  Indonesia.  Southeast  Asia  is  of  course  the  region  of  great 
influence  for  Indonesia  in  formulating  its  policies.  Nonetheless, 
developments  in  othet  regions  may  have  impacts  on  Southeast  Asia 
as  weU,  thus  affecting  Indonesia. 

Burma  and  Tibet  were  the  centre  of  headlines  during  the  second 
quarter  of  2008,  for  their  own  reasons.  The  Cyclone  Nargis  has  put 
Burma  imder  closer  international  scrutiny,  particularly  on  how  the 
jimta  military  has  responded  to  the  tragedy.  Indeed,  the  Burmese 
government  keeps  losing  its  international  credibility.  Tibet  became 
centre  of  international  attention  along  with  the  Summer  Olympics 
torch  relay,  during  which  protests  from  groups  promoting  the 
freedom  of  Tibet  from  China  were  present  at  almost  every  location 
of  the  relay. 

Events  in  Russia  and  Timor  Leste  have  shown  developments  in 
their  respective  democratization  process.  Both  developments  have 
signalled  the  process  to  create  stronger  states.  In  Russia,  such  process 
is  leading  to  the  decreasing  of  the  people's  civil  and  political  rights 
whilst  ensuring  the  governing  capacity  of  the  state  in  guaranteeing 
welfare.  On  the  other  hand,  Timor  Leste  is  still  struggling  in  defining 
their  democracy,  thus  facing  many  stumbling  blocks. 
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THE  CYCLONE  NARGIS  AND  THE  BURMESE  REFERENDUM 

On  8  May  2008,  the  Cyclone  Nargis  hit  Bunna  when  winds  of 
up  to  215  kmA>  destroyed  the  Irrawaddy  Delta,  which  is  a'et  ' 

Z  tn  th"      ."^^  ''''''''  -P°*  that  ™o t 

than  130  thousand  people  are  dead  or  missing  from  the  catastrophl 

™ft  damage  totalled  to  US$  10  billion..  The  United  Nations  estLated 

that  2.4  mrlhon  people  were  made  destitate  by  the  storm.^  The  Bun^  se 

government's  official  death  toll  is  said  to  be  grossly  underrepoTd 

*ey  have  s.mply  stopped  counting  the  death  toll  to  minimise'poHtical 

As  if  the  natural  disaster  was  not  tragic  enough  for  the  population 

H  '  TT7u  '°  *^  I'"™^-  faced  sL,bW 

blocks  placed  by  the  Burmese  regime.  The  government  compHcated 
recovery  efforts  by  delaying  the  United  Nations  planes  deHvering 
medione,  food,  and  other  suppUes  in  the  country.  Offers  to  provide 
assistance  were  rejected.  Pressures  from  the  international  conmunity 
were  voiced  while  at  the  same  time  the  survivals  were  going  through 
even  worse  times  as  they  had  no  adequate  shelter,  medication  and 
food.  The  junta  finally  accepted  aid  a  few  days  after  India's  request 
was  accepted.  More  than  two  weeks  after  the  disaster,  disaster  reUef 
had  only  reached  25  percent  of  the  people  in  need.* 

The  Burmese  government  representation  in  New  York  formallv 
asked  the  United  Nations  for  help,  but  it  remains  resistant  to  most 
basic  assistance.  The  Burmese  foreign  ministry  stressed  its  capabiHty 
m  handling  the  aftermath  of  the  cyclone  and  insisted  that  it  was  not 
ready  to  accept  large-scale  foreign  assistance.'  At  the  same  time  there 
are  also  allegations  that  foreign  aid  provided  to  disaster  victims  was 

I    •SIS-*??'"  "^"Sis  134.000  Orang",  Kompas,  21  May  2008. 

M™2TO  "^5""™"'^  "=y*ne  VlcHms-,  The  ].h,ri,  PosI,  22 

3  "Aid  Trickles  into  Burma,  But  Toll  Could  Reach  1  Million  if  Disease  Set  In" 
2^"""'''= "  http://wwwHm.-son|inf.ro,||V/toi;-news/worlH/.,i./,rtid-^°11f"fi' 
-  Wi  Chief  Begins  Mission  for  Myanmar's  Cyclone  VicHms" 
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modified  to  make  it  look  like  it  came  from  the  military  regime,  and 
state-run  television  continuously  ran  images  of  General  Than  Shwe 
ceremonially  handing  out  disaster  relief.^ 

Since  Burma's  junta  took  over  the  country  in  1962,  the  Burmese 
people  have  gone  from  some  of  the  richest  in  Asia  -  the  country  was 
once  called  "the  rice  bowl  of  Asia"  -  to  among  its  poorest.  An  election 
won  by  the  opposition  was  duly  ignored  and  political  prisoners 
crowd  jails.  Burma's  jimta  has  long  lost  international  credibility,  and 
any  signs  of  rebuilding  its  image  with  a  referendum  were  fading  even 
well  before  Nargis  hit.  Along  with  international  criticism  of  the  junta's 
policies  in  handling  the  disaster,  criticism  continued  against  the  junta's 
insistence  to  go  on  with  referendum  plans  in  areas  unaffected  by  the 
cyclone. 

The  rules  of  the  game  set  in  place  for  the  referendxmi  would  have 
assured  the  military  goverrunent  of  the  threshold  it  needed  in  the  non- 
consultative  constitution.  In  fact,  rigging  was  reportedly  widespread, 
with  voters  saying  they  only  had  to  sign  ballot  sheets  already  marked 
"yes"  7  The  regime  claims  that  despite  the  devastation,  98  percent 
of  voters  turned  out  for  the  referendum  and  more  than  92  percent 
endorsed  the  constitution  created  by  the  junta.^ 

With  the  body  coimt  rising  and  hundreds  of  thousands  homeless, 
the  regime's  leadership  is  missing  an  excellent  opportunity  to  earn 
legitimacy  the  old  fashioned  way  -  through  effective  governance.  As 
the  military  "won"  the  referendum,  the  generals  will  continue  to  have 
their  final  say  on  how  they  treat  their  people.  First  proof  of  this  was 
given  when  several  days  after  the  referendum,  the  junta  government 
extended  Aung  San  Suu  Kyi's  detention,  ignoring  worldwide  appeal 
to  free  the  opposition  leader. 

The  jimta's  reluctance  to  receive  humanitarian  aid  stems  from  its 
fear  that  the  entry  of  aid  workers  could  affect  the  nation's  political 
stance.  However,  natural  disasters  like  this  call  for  humanitarian  aid. 


6  "Myanmar  Junta  Hands  Out  Aid  Boxes  With  Generals'  Names",  International 
Herald  Tribune,  10  May  2008. 

7  "Is  there  an  end  to  Myanmarese  Agony?",  The  Jakarta  Post,  12  May  2008. 

8  "Opposition  rejects  'sham'  referendum",  The  Jakarta  Post,  28  May  2008. 
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Indeed,  the  Nargis  tragedy  is  a  real  test  case  for  ASEAN  in  regional 
disaster  management.  China,  ASEAN,  India,  Japan  and  the  EU  have 
all  extended  support.  However,  the  growing  concern  now  is  not 
simply  disaster  management,  but  domestic  freeform  in  Burma. 

SPORTS  MIXED  WITH  POLITICS:  THE  2008  OLYMPICS  TORCH 
RELAY  AND  THE  TIBETAN  UNREST 

The  claim  that  politics  and  sport  should  not  be  mixed  seemed 
irrelevant  in  the  face  of  the  2008  Summer  Olympics  in  Beijing.  The 
Olympics  torch  relay,  which  was  run  from  24  March  to  8  August  bearing 
the  theme  "Journey  of  Harmony",  proved  not  to  be  so  harmonious. 
In  many  cities  along  the  route,  the  torch  relay  was  met  by  protesters 
representing  a  range  of  political  issues,  particularly  those  related  to 
China's  human  rights  record,  the  unrest  in  Tibet,  China's  support  to 
regimes  in  Myanmar  and  Zimbabwe,  Falim  Gong  pesecution,  and  the 
political  status  in  Taiwan.  The  protesters'  activities  resulted  in  violence 
at  various  locations.  These  protests  have  even  forced  the  path  of  the 
relay  to  be  changed  or  shortened  on  a  number  of  occasions. 

The  relay  started  in  Olympia,  Greece  and  then  to  Beijing.  After 
Beijing,  the  torch  is  following  a  route  passing  through  six  continents. 
From  Beijing,  the  route  was  through  Kazakshtan,  Turkey,  Russia,  the 
United  Kingdom,  France,  and  then  left  the  European  Continent  to  the 
United  States  on  9  April.  The  relay  in  Europe  was  mostly  highlighted 
by  protesters  calling  for  the  freedom  of  Tibet.  The  protests  in 
Europe  were  described  as  "despicable"  by  the  Chinese  government, 
condenming  them  as  "deliberate  disruptions...  who  gave  no  thought 
to  the  Olympic  spirit  or  the  laws  of  Britain  and  France"  and  who 
"tarnish  the  lofty  Olympic  spirit".^ 

China  saw  in  the  Olympics  a  symbolic  opportunity  to  consolidate 
and  celebrate  its  new  status  as  a  major  power  in  the  world.  Hence, 
understandably,  the  protests  in  cities  from  Paris  to  Los  Angeles  have 
bruised  Chinese  pride  and  provoked  a  surge  of  nationalist  sentiments. 
However,  caught  by  what  tlie  goveri-iment  describe  as  "anti-Qiinese" 


9    "China  condems  despicable  torch  disruptions",  Reuters,  7  April  2008. 
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sentiments,  China's  rulers  have  resorted  to  the  traditional  tools  of 
authoritarian  regimes,  turning  their  citizens'  deep  nationalism  and 
sense  of  humiliation  against  Western  critics.^" 

Analysts  say  that  Tibet's  imique  history  and  strategic  significance, 
sharing  borders  with  India,  Nepal,  Bhutan  and  Myanmar,  make 
security  and  stability  higher  priorities  in  the  remote  Himalayan 
region  than  in  other  parts  of  China."  Incidents  of  the  torch  relay 
raised  the  Tibet  issue  to  international  attention,  particularly  by  raising 
the  recent  imrest,  or  also  known  as  the  3-14  riots.  In  10  March  2008, 
which  in  Tibet  was  known  as  the  Tibetan  Uprising  Day,  protests 
and  subsequent  riots  began  when  300  monks  demanded  the  release 
of  other  monks  detained,  which  ended  in  violent  protest,  rioting, 
burning  and  looting.^^  -phe  Chinese  government  accused  Dalai  Lama 
or  masterminding  the  violence,  while  Dalai  Lama  denied  accusation 
and  asserted  that  the  unrest  was  caused  by  wide  discontent  in  Tibet." 
The  rising  tension  is  ^aid  to  have  pushed  for  the  protests  during  the 
torch  relay. 

For  the  rest  of  international  commimity,  there  are  two  issues 
involved.  One  is  the  aspiration  of  the  Tibetans,  and  the  other  is  the 
use  of  the  Tibetans  and  the  Tibet  issue  to  needle  China  in  particular 
during  the  time  when  it  is  imder  close  scrutiny  as  the  host  of  the 
Olympics.  Embarrassing  and  humihating  China  will  not  guarantee 
a  change  of  policy  in  Tibet.  Getting  China  into  closer  dialogue  with 
the  Tibetan  leaders  on  mutually  agreed  terms  would  be  of  all  parties' 
interest. 


10  Domiiiique  Moisi,  "Olympics  now  a  political  game".  The  Jakarta  Post  21  Aoril 
2008.  ^ 

11  "Factbox  -  Why  is  remote  Tibet  of  strategic  significance?',  Reuters,  25  March  2008, 
available  in  http:/ /www.reuters.rom /article /latestCrisis /idUSSP230.'Sn 

12  "Fire  on  the  roof  of  the  world".  The  Economist,  14  March  2008. 

13  "For  Beijing,  Tibet  Threat  Is  'Life  and  Death'",  in  Christian  Science  Monitor  20 
March  2008. 

14  "Emotions  high  as  Olympic  flame  scales  Everest",  in  The  Jakarta  Post,  9  May 
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ASSASSINATION  ATTEMPT  ON  TIMOR  LESTE  PRESIDENT 

An  open  attack  to  assassinate  the  Timor  Leste  President  and 
Prime  Minister  took  place  on  11  February  2008.  The  Nobel  Peace  Prize 
laureate  -  Jose  Ramos  Horta,  collapsed  and  was  critically  injured  in 
the  assassmation  attempt  whereas  the  Prime  Minister  -  Kay  Rala 
Xanana  Gusmao,  was  unharmed. 

The  assassination  attempt  was  an  unexpected  escalation  of  dispute 
between  the  government  of  Timor  Leste  and  several  hundred  ex- 
soldiers  who  were  being  disrespectfully  fired  in  2006  after  conducting 
a  strike  to  protest  an  alleged  discrimination.  ^=  Gusmao  immediately 
declared  a  12-days  state  of  emergency  and  took  over  the  Presidential 
position.  The  attacks  unquestionably  emphasized  Timor  Leste's 
volatility  sbc  years  after  it  declared  independence  foUowing  decades 
of  Indonesian  rule  and  a  period  of  U.N.  administration.  Currently 
there  are  around  1,000  AustraHan  poHce  and  soldiers,  as  well  as  a 
separate  U.N.  police  force^^  and  1,250  indigenous  Timor  Leste's  poHce 
and  soldiers,  stationed  in  the  tiny  country^^. 

An  immediate  investigation  and  action  -  including  arrest 
warrants,  have  been  instigated  shortly  after  the  attack.  The  rebel's 
leader.  Major  Alfredo  Reinado  and  his  accompHces  were  found  dead 
in  the  vicinity  of  Horta's  house  and  presumably  were  kiUed  in  a  dash 
with  Presidential  guards  during  the  attack.  ^« 

The  coup  attempt  stirred  up  discontent  within  the  country.  Reinado 
was  regarded  as  a  representative  of  a  substantial  portion  of  the  tiny 
country's  armed  forces  and  according  to  some  mourners  in  his  requiem 
service,  he  was  fighting  for  the  better  Timor  Leste.^'  Indubitably  the 
incident  would  round  up  additional  homework  for  the  government 

15  "Three  FBI  agents  join  probe  into  attack  on  East  riinor  leaders".  Vie  Jakarta  Post 
20  Februaiy  2008. 

16  Ibid 

17  The  Military  Balance  2006,  The  International  Institute  for  Strategic  Studies  fUK- 
Routledge,  2006),  p.269. 

18  "East  Timor  president  suggests  'external  elements'  involved  in  attack"  Tlie 
Associated  Press,  Sydney,  15  April  2008. 

19  1.  Christianto,  "Hundreds  bid  farewell  to  rebel  leader  Reinado",  Vie  Jakarta  Post 
15  February  2008. 
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)f  Timor  Leste.  Poverty,  national  integration  and  territorial  integrity 
ire  some  of  the  most  crucial  domestic  challenges  in  Timor  Leste. 
H[orta  and  Gusmao's  tenure  has  to  address  such  nuisances  in  order 
[0  improve  the  security,  political  and  social  condition  of  Timor  Leste. 
Otherwise,  Timor  Leste  might  expect  for  another  more  detrimental 
:oup  attempt  in  the  future. 

While  recuperating  in  Darwin,  Australia,  President  Horta  tacitly 
indicates  conspiratorial  'external  element'  to  the  perpetrators  and  the 
external  element  refers  to  Indonesia.^"  The  allegation  has  definitely 
ncreased  the  havoc  of  Indonesia-Timor  Leste  bilateral  relations. 

The  two  countries  set  up  the  Commission  for  Truth  and  Friendship 
CTF)  to  serve  as  a  'transitional  justice'  mechanism.  The  Commission 
Aras  initially  scheduled  to  file  the  report  by  March  2008  but  they 
decided  to  postpone  it  following  to  the  coup  attempt.  Noticeably,  the 
•jndonesia-Timor  Leste  bilateral  relation  is  still  volatile.  Injustice  and 
reconciliation  problems,  border  management  incidents  and  some  other 
emotional  issues  are  still  featuring  the  bilateral  relations.  Having  said 
■hat  the  allegation  devastated  the  precarious  relations  of  Indonesia  - 
fimor  Leste,  high  rank  officials  immediately  gave  politically  correct 
reactions.  The  Indonesian  President,  Susilo  Bambang  Yudhoyono 
requested  clarification  while  the  Chief  of  Indonesian  National  Police 
insured  the  participation  in  probe  of  perpetrators  within  Indonesian 
;erritory.  As  a  result,  Indonesia  extradited  four  rebel  soldiers  suspected 
'n  the  attempted  assassinations.^^ 

The  Prime  Minister  of  Timor  Leste  paid  it  with  an  official  visit  to 
Jakarta  and  clarified  the  President 's  accusative  remarks  of  'external 
blements'.^  Xanana  Gusmao  said  Horta  had  requested  him  to  convey 
his  regrets  over  the  statements.  Horta  claimed  some  Indonesian 
■ndividuals  have  facilitated  the  rebel's  leader  Alfredo  Reinado  gone 


20  "No  RI  citizens  in  Horta  attack:  Police",  The  Jakarta  Post,  25  April  2008. 

11  "Indonesia  extradites  four  suspects  in  East  Timor  assassination  plot",  The 

Associated  Press,  5  May  2008. 
22  "Xanana  pleads  for  understanding  over  Ramos  Horta's  accusation",  Antara,  29 

April  2008. 
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into  Indonesia  for  a  public  interview  and  back  to  Timor  Leste  to  carry 
out  the  assassination  attempt.^^ 

It  is  imperative  for  both  Indonesia  and  Timor  Leste  to  improve 
their  bilateral  ties,  particularly  since  Indonesia  and  Timor  Leste  share 
a  significant  inland  territorial  border.  Undoubtedly,  any  insecurity 
turmoil  within  each  country  would  greatly  influence  the  other.  Hence, 
unnecessary  disruptions  should  be  avoided  for  a  better  Indonesia- 
Timor  Leste's  relations. 

ELECTION  IN  RUSSIA:  AN  EXTENSION  TO  PUTINISM  ERA? 

Dmitry  Anatolyevich  Medvedev  was  elected  as  the  President  of 
Russia  on  2  March  2008.  He  is  currently  the  third  "democraticaUy" 
elected  President  of  Russia  after  Boris  Yeltsin  and  Vladimir  Putin. 
Despite  the  fact  that  Russians  were  able  to  cast  their  vote,  Medevedev 
was  undoubtedly  predetermined  as  Putin's  successor  even  before 
Russians  were  entering  the  balloting  booth  in  a  regular  Russian 
democratic  transfer  of  power.  The  final  result  gave  Medvedev  a 
landsHde  71%  of  the  vote.^^ 

Medvedev's  challengers  in  the  election  are  coming  from  the 
Kremlin's  traditional  sparring  partaiers,  namely  the  leader  of  the 
Communist  party  faction  in  Duma  -  Gennady  Andreyevich  Zyuganov, 
A  nationahst  who  was  nominated  by  the  Liberal  Democratic  Party  of 
Russia  -  Vladimir  Volfovich  Zhirinovsky,  and  a  youngster  -  Andrey 
Vladimirovich  Bogdanov  thrown  himself  in  as  another  contender. 
Some  other  potential  competitors  such  as  a  prominent  world  chess 
champion  -  Gary  Kasparov  and  Mikhail  Kasyanov,  were  ruled  out  of 
the  election  with  technical  ineligibility.^^ 


23  Desy  Nurhayati,  "Xanana  says  Horta  regrets  anti-RI  remarks".  The  Jakarta  Post  30 
April  2008. 

24  The  complete  result  can  be  accessed  on  the  website  of  the  Central  Election 
Commission  of  the  Russian  Federation,  http://www.vybory.izbirkom.ru  or 
http://www.cikrf.ru 
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Medvedev  was  bom  on  14  September  1965  in  Leningrad  and 
graduated  in  1990  from  the  graduate  school  of  the  Leningrad  State 
University.  Afterward,  Putin's  erstwhile  aide  at  St.  Petersburg  Mayor's 
Office  appointed  as  the  Deputy  Head  of  the  Administration  of  the 
Government  of  the  Russian  Federation  in  November  1999  and  in 
November  of  2005,  Medvedev  served  as  the  First  Deputy  Chairman 
of  the  Government  of  the  Russian  Federation.^^  Before  nmning  as  a 
presidential  candidate,  Medvedev  is  the  first  deputy  of  Prime  Minister 
and  the  chairman  of  the  board  of  Gazprom  -  the  largest  Russian 
company  in  extracting  natural  gas. 

Without  any  doubt,  Medvedev's  administration  will  be  a  direct 
continuation  of  Putin's  as  he  declared  it  before  the  election^^  and  it 
served  as  a  campaign  strategy  for  Medvedev.  During  the  last  episode 
of  Putin's  tenure,  Putin  slightly  extended  the  authority  of  the  Prime 
Minister  though  the  Russian  Constitution  clearly  stipulates  a  strong 
mandates  to  the  Krernlin. 

Putin  has  successfully  ensured  Russia's  presence  in  the  World  as 
a  global  major  power.  There  are  at  least  two  major  accomplishments 
carried  out  by  Putin.  The  first  one  is  an  outstanding  USD  $484  billion  in 
currency  reserves,  with  approximately  7%  annual  GDP  growth^^.  The 
second  completion  is  that  Putin  has  restored  the  authority  of  a  strong 
state  by  reducing  poverty  by  at  least  20  million^^  and  at  the  same  time 
aggressively  defend  Russia's  international  bargaining  position  with 
the  oil  and  gas  diplomacy  but  strongly  uphold  centralistic  democracy 
by  minimising  civil  and  political  rights  of  the  people. 

Medvedev  has  officially  declared  Putin  as  his  new  Prime  Minister. 
Therefore,  the  future  of  Russia  would  most  likely  rest  on  the  dynamic 
between  the  newly  elected  President  and  his  Prime  Minister.  As  the 
newly  elected  President  is  considered  Putin's  protege,  Medvedev  -  as 
a  pure  civiliki  (civilian),  does  not  come  from  any  military  or  security 
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Wing  of  the  Nation.  The  fact  could  be  detrimental  for  Russia  with 
Its  siloviki  (military  and  security)  tradition  that  has  been  re-emerged 
by  Putin.  Putin  was  a  leader  of  KGB  (Russian  Committee  for  State 
Security)  and  during  his  administration  for  eight  consecutive  years 
He  strengthened  the  power  of  FSB  (Federal  Security  Service  of  the 
Russian  Federation)  as  a  unification  of  KGB,  border  patrol  squad  and 
anti-terrorism  unit.  Hence,  these  upcoming  four  years  will  have  to 
answer  such  remaining  question  domestically  Medvedev  has  to  be 
successfully  using  Putin's  influence  to  preside  over  the  siloviki  clan 
and  take  flie  lead  of  Russia's  development. 

Moreover,  Medvedev  has  to  deal  with  an  obscure  division  of 
power  between  the  President  and  the  Prime  Minister.  Putin  mentioned 
that  as  the  Prime  Minister  he  would  be  responsible  for  managing 
state  budget,  foreign  &  domestic  policy  and  national  security.  Putin 
added  that  the  President  would  be  responsible  for  setting  the  poHcy 
guidelmes  and  guaranteeing  the  Constitution.^"  The  Constitution  has 
never  clearly  stipulated  the  power  allotment  in  the  Kremlin.  Hence, 
It  is  open  for  interpretation  and  negotiation  between  the  President 
and  the  Prime  Minister.  Undoubtedly  in  short  term  period,  good 
relations  between  Medvedev  and  Putin  will  be  beneficial  for  Russia. 
However,  the  capacity  to  nurture  this  amity  would  greatly  influence 
tiie  midterm  period  of  Medvedev's  tenure,  specifically  in  conflict  and 
contention  avoidance  between  the  two  supreme  powers  in  Russia. 

RegionaUy,  Medvedev  has  to  handle  at  least  two  most 
important  fronts  for  Russia,  the  Central  Asia  -  which  are  mosfly  the 
Commonwealth  of  Independent  States  (CIS)  and  flie  NATO  (North 
Aflantic  Treaty  Organization)  States.  Medvedev's  experience  as  flie 
head  of  Gazprom's  board  would  be  a  great  advantage  for  him  dealing 
with  flie  Central  Asian  states,  since  most  important  issues  whicli 
evolve  within  this  front  will  entail  oil  and  gas  diplomacy  On  flie 
other  hand,  Putin's  experience  wifli  intelligence  and  military  strategy, 
in  addition  to  his  eight  consecutive  years  in  the  office,  would  assist 
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him  effortlessly  in  tackling  the  Europe  (NATO)-Russian  relations. 
Thus,  it  is  most  likely  that  the  division  of  power  and  authority  in  this 
particular  arena  would  be  more  definite  and  auspicious. 

Finally,  in  relation  with  Indonesia-Russia  bilateral  fora,  the 
Russian  Ambassador  for  Indonesia,  Alexander  Ivanov,  ensures  that 
there  will  be  no  major  change  of  Russian  policy  towards  Indonesia.^^ 
The  historic  visit  of  Vladimir  Putin  to  Jakarta  in  September  2007 
bolstered  the  commitment  to  enhance  cooperation  in  economic  and 
defence  particularly.  In  tacit  recognition  of  their  inline  international 
policy,  Medvedev  would  presumably  endorse  stronger  Indonesia- 
Russia  bilateral  relations  to  enhance  potential  cooperation  between 
these  two  states  in  the  Asia  Pacific  region. 

UNSC  RESOLUTION  1803  AND  IRAN'S  RESISTANCE 

In  early  March  2008,  the  UNSC  has  voted  for  the  third  resolution 
on  Iran  to  impede  its  jmclear  program.  Through  this  new  resolution, 
the  UNSC  has  agreed  to  release  new  sanctions  against  the  coimtry 
for  refusing  to  suspend  its  uraruum  enrichment  and  heavy-water- 
related  projects.  These  new  additional  sanctions  call  upon  states  to 
exercise  vigilance  and  restraint  regarding  the  transfers  of  prohibited 
materials,  any  trade  activities  and  financial  support  from  international 
institutions  and  extensions  on  travel  bans  and  asset  freezing.^^ 
Different  to  the  previous  UNSC  resolution  1747  (2007)  which  gained 
unanimous  vote  from  UNSC  members,  the  UNSC  resolution  1803  has 
only  secured  14-0-1  in  which  Indonesia  decided  to  abstain. 

The  process  toward  this  latest  resolution  on  Iran  reflects  two 
different  standpoints  among  the  UNSC  members.  Most  of  the  members 
of  UNSC,  particularly  the  western  countries  wished  to  release  another 
sanctions  as  soon  as  possible  to  prevent  the  tmnecessary  devastation 
that  will  likely  to  occur  if  Iran  still  persists  to  develop  nuclear.  On 
the  contrary,  other  coimtries  such  as  Indonesia,  Libya,  South  Africa 
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and  Vietnam  have  shown  their  reservations  against  such  idea,  bein.  ! 
convinced  that  the  nuclear  program  is  merely  intended  for  peaceh^  i 
purpose  to  meet  the  increasing  demand  for  energy  in  Iran.  There  has  i 
been  a  concern  among  those  countries  hirther  sanctions  would  be  I 
counterproductive  since  it  will  possibly  make  Iran  to  pull  out  itself  I 
from  IAEA  which  then  led  into  hirther  uncertainty  in  controlling  the  " 
country's  nuclear  activities.^^ 

As  the  only  non-permanent  member  of  UNSC  which  refrain  ! 
from  supporting  the  resolution,  Indonesia's  position  has  been  I 
interesting  to  note.  This  is  especially  because  hidonesia  supported 
the  previous  resolution  although  it  had  invoked  strong  criticism 
from  the  parliament.  The  Indonesia'  Ambassador  to  the  UN  Marty  i 
Natalegawa  stated  that  the  Indonesian  government  believed  that  the  ' 
Iraman  government  has  cooperated  well  with  IAEA  and  has  achieved 
the  goals  set  in  the  previous  two  resolutions.  Thus,  a  new  round  of 
sanctions  would  potentially  threaten  the  confidence-building  process  i 
between  Iran  and  the  international  community  which  wiU  obstruct  the  i 
significant  achievements  that  have  been  made  in  terms  of  controlling  ! 
the  Iranian  nuclear  program.  ^  : 
Furthermore,  hidonesia  has  even  shown  its  support  towards  j 
the  Ahmadinejad  regime  through  formal  visit  made  by  President  ^ 
Yudhoyono  to  Tehran  on  11  March  2008  before  attending  the  j 
Organization  of  Islamic  Countries  rOIC)  meeting  in  Senegal.  The  i 
Iranian  president  thanked  and  praised  Yudhoyono  decision  to  support  ' 
Iran  stance  to  continue  its  nuclear  program  which  intentionally  would 
become  an  inspiration  to  reflect  the  injustice  in  the  UNSC  which 
cannot  ensure  the  achievement  of  international  peace.^s  ; 

It  is  quite  clear  that  Indonesia's  stance  is  actually  separated  from  i 
the  issue  of  nuclear  proliferation.  It  seems  that  the  idea  behind  sucli  i 
action  is  to  criticise  the  imbalance  international  pressure  on  Iran,  i 
Indonesia  has  tried  to  align  itself  with  the  Iranian  persistent  struggle  : 
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to  counter  such  unjust  treatment  especially  by  particular  powerful 
Western  countries  towards  the  less  powerful  ones.  Moreover,  the 
Yudhoyono  government  wants  to  convey  a  message  that  those  Western 
powers  should  attempt  to  understand  why  Iran  has  been  so  persistent 
to  continue  its  nuclear  program  despite  of  heavy  pressures  from  the 
international  community.^^ 

Efforts  of  non-proliferation  definitely  need  to  be  supported. 
However,  bombarding  a  country  with  sanctions  without  any  effort 
to  make  the  regime  to  cooperate  with  international  norms  and 
regulations  seems  to  put  ourselves  in  an  endless  pit.  The  dual-use  of 
nuclear  technology  is  much  related  with  intention  rather  than  the  real 
capability.  Thus,  providing  economic  and  technology  assistance  to  ease 
the  poor  economic  conditions  of  Iranian  people  seems  to  be  preferable 
solution.  Finally,  action  to  continue  nuclear  disarmament  by  nuclear 
cotmtries  tends  to  be  a  more  effective  tool  to  show  consistency,  rather 
than  subjective  political  interest,  in  dealing  with  WMD  issue. 

FOOD  SECURITY  AND  ENERGY  SECURITY:  A  COMPETITION? 

Another  issue  is  the  growing  concern  at  the  global  level  over  the 
issue  of  food  security.  In  late  April  2008,  the  World  Food  Programme 
(WFP)  estimated  that  currently  around  100  million  people  has 
entered  the  stage  of  starvation.  The  institution  has  even  recalled  the 
food  crisis  as  a  "silent  tsunami".^^  The  continuing  hike  price  over 
various  kinds  of  food  commodity  has  caused  the  inability  of  people 
in  different  parts  of  the  world  to  sustain  their  basic  needs,  such  as 
in  African  countries  (West  Africa),  Afghanistan  and  Latin  America.^^ 
Various  demonstrations,  some  with  riots,  have  occurred  in  several 
Asian  capitals  cities  such  as  Istanbul,  Manila,  Bangkok,  Singapore 


36  Bantaro  Bandoro,  "Indonesia  and  Iran's  persistent  resistance".  The  Jakarta  Post 
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and  Jakarta  demanding  their  governments  to  deal  with  the  soaring 
food  price.^^ 

These  incidents  have  clearly  elevated  this  issue  into  a  security 
field  rather  than  merely  an  economic  one.  The  UN  Deputy  Secretary- 
General  for  Humanitarian  Problems  and  Coordinator  for  Emergency 
Assistance,  John  Holmes  has  warned  that  countries  should  not 
undermine  the  implication  of  food  crisis  into  security  since  the 
ongoing  increase  of  food  price  can  cause  create  widespread  unrest 
and  global  political  instability.^^ 

The  concern  over  food  security  has  developed  in  parallel  with 
the  issue  of  energy  security  which  has  dominated  the  global  agenda. 
During  April  until  May  this  year,  the  oil  price  has  been  gradually 
risen  up  to  reach  the  peak  level  of  USD  135  per  barrel.^  The  attack 
to  oil  field  owned  by  Royal  Dutch  Shell  in  Nigeria  in  mid-May^ 
and  the  OPEC  countries  reluctance  to  enhance  their  oil  production 
have  triggered  the  speculation  that  oil  reserves  has  been  decreasing. 
The  deteriorating  value  of  US  currency  caused  by  the  worsening 
economic  condition  has  also  driven  countries  to  purchase  more  oil  to 
gain  a  short-term  advantage,  which  then  led  into  further  disruption 
of  supply  Moreover,  the  International  Energy  Agency  (lEA)  has 
reported  that  there  have  been  activities  of  several  actors  to  hold  the  oil 
stock  from  the  market.  This  action  has  created  a  competition  between 
those  supplier  countries  who  intend  to  hold  their  production  and  the 
others  who  want  to  purchase  the  oil  to  meet  the  growing  domestic 
demand.^^ 

This  energy  competition  has  highlighted  that  there  is  a  strong 
correlation  between  the  two  issues.  The  uncontrollable  upsurge  of 
world  oil  price  has  alarmed  coimtries  to  seek  for  immediate  solution 


39  "Asian  workers  rally  oi\  May  Day  over  food  prices".  The  Jakarta  Post,  Mav  2 
2008.  '      y  ' 

40  "Krisis  Ekonomi  Ancam  Stabilitas  Negara",  Kompas,  9  April  2008. 

41  "Harga  Minyak  135  Dollar  AS",  Kompas,  23  Mei  2008. 

42  "Pipeline  blast  in  Nigeria  kills  at  least  100:  Red  Cross",  The  Jakarta  Post,  May  17, 
2008.  ^ 

43  "Rekor  Baru  Tercatat  Lagi:  Beberapa  Pihak  Melakukan  Penimbunan  Minyak", 
Kompas,  15  Mei  2008. 
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for  an  increasing  energy  demand.  During  the  last  few  years,  bio  fuel 
has  been  developed  by  many  countries  as  one  quick  solution  to  reduce 
the  high  dependency  on  oil  supply.  However,  the  massive  efforts  to 
develop  this  bio  fuel  have  implicated  into  the  declining  amount  of 
food  supply  since  it  has  transformed  some  food  commodities  such 
as  com,  soy  beans,  oil  palm  and  sugarcane  into  fuel.  The  growing 
demand  for  bio  fuel  has  also  changed  the  function  of  arable  land  from 
staple  plantation  into  bio  fuel  production. 

Rather  than  being  an  emerging  threat,  the  food  crisis  is  the 
result  of  previous  mistakes  made  by  the  international  community.^ 
The  failure  to  prevent  speculations  over  raw  materials  as  well  as  to 
provide  investment  in  agriculture  sector  by  IMF  and  World  Bank  have 
contributed  to  this  problem.  The  other  factors  are  the  incapability  to 
deal  with  climate  change,  continuous  rise  in  demand  for  food,  high 
oil  prices  which  bring  implication  to  the  higher  price  of  fertilizer, 
land  conversion  for  industrial  uses  and  misguided  bio  fuel  policy  in 
developed  countries.^^  Particularly  related  to  the  bio  fuel  issue,  there 
has  been  a  debate  whether  the  world  should  choose  for  energy  or 
food  price,  which  is  definitely  not  an  easy  one  to  resolve.^ 

Looking  at  this  situation,  it  seems  that  this  food  security  will 
dominate  the  global  agenda  at  least  imtil  the  next  5-10  years  and 
can  be  more.  This  is  mainly  because  countries  are  still  practising  the 
wrong  policies  mentioned  above.  One  indicator  can  be  seen  in  the 
confirmation  from  the  European  Union  to  maintain  its  target  to  get  10 
per  cent  fuel  from  this  bio  fuel  source  by  2020.*^  However,  the  issue  of 
food  security  should  not  be  countered  against  energy  security,  since 
both  are  essential  for  human  life.*^  Therefore,  a  well-planned  and 


44  "Food  crisis  payback  for  '20  years  of  mistake'".  The  Jakarta  Post,  May  3,  2008. 

45  Vincent  Lingga/'Sky-high  rice  prices  require  redesign  of  food  security".  The  Jakarta 
Post,  May  2,  2008. 

46  "World  must  choose  'energy  of  food  price'",  The  Jakarta  Post,  May  16,  2008. 

47  "UE  Pertahankan  'Biofuel'",  Kompas,  23  April  2008. 

48  Edmundo  S.  Fujita,  "Where  have  all  the  foodstuffs  gone?".  The  Jakarta  Post,  May 
23,  2008. 
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comprehensive  poHcy  at  the  global  level  in  deaHng  with  food  securitv  ^ 
and  energy  security  is  definitely  important.  ^  \ 

CONCLUDING  NOTES  5 

r 

These  recent  developments  are  signiHcant  to  Indonesia's  foreign  ! 
pohcy.  Changes  in  the  bilateral,  regional  and  international  relatioS  ! 
would  mdeed  affect  Indonesia's  policies.  What  is  important  to  note  i 
here  is  that  the  dynamics  in  international  relations  wUl  not  cease  to  be  : 
even  more  complex.  Efforts  towards  cooperation  should  be  prioritised  i 
than  competitions  based  on  tradition  understanding  of  sovereignty  ^ 
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SOUTH  ASIA,  A  PERIPHERAL  REGION 

Uttara  Sahasrahuddhe 


Regionalism  has  been  a  significant  phenomenon  in  post-Second 
World  War  international  relations.  To  be  sure,  "regional 
approach"  to  resolving  international  crises  or  conflicts  is 
much  older  than  that.  The  nineteenth  century  "Concert  of  Europe" 
is  a  good  example.  However,  the  emergence  of  more  organized  inter- 
governmental groups  in  a  geographical  region  is  essentially  a  post- 
WW-n  development.  The  period  between  1950s  and  1960s  witnessed 
the  rise  of  many  regional  groups  in  different  parts  of  the  world— the 
European  Economic  Community  in  Western  Europe,  the  Orgaruzation 
of  African  Unity  in  Africa,  the  Organization  of  Petroleum  Exporting 
Coimtries  in  the  Middle-East,  and  the  Association  of  Southeast  Asian 
Nations  in  Southeast  Asia,  to  name  a  few.  Those  groupings  have 
different  aims  and  purposes  respectively.  Some  were  created  for 
security  purposes  (e.g.,  NATO),  some  for  political  objectives,  such  as 
promoting  the  national  liberation  movements  (e.g.  OAU),  while  some 
others  were  economic  cartels  (OPEC). 

Among  those  groupings,  the  success  of  the  EEC  was  the  most 
spectacular,  but  the  same  was  not  repeated  in  other  parts  of  the 
world.  By  the  end  of  the  1980s,  many  of  these  regional  organizations 
had  been  weakened,  some  even  ceased  to  exist.  However,  regionalism 
received  a  renewed  impetus  after  the  end  of  the  Cold  War  and  with 
the  push  of  globalization.  Among  the  various  regions.  South  Asia 
comes  across  as  rather  exceptional.  The  regional  organization— South 
Asian  Association  for  Regional  Cooperation— came  into  existence  as 
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late  as  in  1985.  Regional  cooperation  has  not  really  taken  off  even  two 
decades  after  the  formation  of  SAARC.  This  article  proposes  to  make 
an  overview  of  the  success,  failure  and  the  future  of  regionalism  in 
South  Asia. 

FRAMEWORK  OF  ANALYSIS 

"Regions"  can  be  defined  as  primarily  geographical  entities 
emerging  as  more  or  less  integrated  units  on  the  basis  of  shared 
interests  or  identities.  "Regionalism"  is  a  political  process  that  leads  to 
enhanced  integration  in  a  geographical  region.  This  article  wiU  apply 
the  New  Regionalism  Theory  developed  by  Bjorn  Hettne  and  others  to 
analyze  regionaHsm  in  South  Asia.  Hettne  uses  the  term  "regionness" 
to  indicate  the  different  levels  of  integration  in  a  geographical  unit. 
According  to  him,  there  are  five  levels  of  "regionness",  which  are 
explained  as  follows,^:  (1)  A  region  as  a  geographical  unit  or  regional 
space.  Regions  are  rooted  in  territorial  space  and  are  composed 
of  communities  controlling  certain  nahiral  resoiirces  and  united 
through  a  certain  set  of  historical  or  oaltural  values;  (2)  Region  as  a 
social  system  or  regional  complex.  Regional  identities  may  date  back 
to  pre-modern  history  A  long  history  of  interdependence  may  exist 
and  this  can  be  regarded  as  the  starting  point  of  regionalism;  (3)  A 
region  as  transnational  cooperation  or  regional  society.  At  this  stage, 
a  multitude  of  communication  processes  transcending  the  national 
space  begin  to  emerge.  These  may  be  intergovernmental  as  well 
as  non-state  actors.  A  regional  organization  may  be  formed  giving 
formal  shape  to  cooperation.  Thus,  the  process  of  regionalization  gets 
more  intensified;  (4)  A  region  as  civil  society  or  regional  community. 
At  this  level,  the  region  turns  into  an  active  subject  with  a  distinct 
identity,  legitimacy  and  decision-making  structure  vis-a-vis  a  civil 
society  transcending  the  old  state  borders.  The  dividing  line  between 
separate  and  "imagined"  national  communities  within  the  region 


Bjom  Hettne  &  Fredrik  Soderbaum ,  "Theorising  the  Rise  of  Regionness,"  in  Shaun 
Breslin  et.  al.  (eds.).  New  Regionalisms  in  the  Global  Political  Economy;  (London- 
Routledge,  2002 ) 
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may  begin  to  gradually  disappear  as  further  development;  and,  (5) 
A  region  as  acting  subject  or  region  state.  This  may  give  rise  to  an 
•  entity  that  would  be  larger  than  the  states  in  territorial  terms  but  by 
no  means  having  the  same  degree  of  homogeneity  or  sovereignty  of 
a  nation-state. 

|l  The  evolution  from  the  first  to  the  fifth  stage  of  regionness  is  the 
consequence  of  the  process  of  regionalization,  which  Hettne  defines 
as  "the  process  whereby  a  geographical  area  is  transformed  from  a 
passive  object  to  an  active  subject,  capable  of  articulating  the  trans- 
national interests  of  the  emerging  region."^  Hettne  emphasises  that 
a  region  may  not  necessarily  evolve  from  an  earlier  to  a  latter  stage. 
It  is  possible  that  the  process  of  regionalization  may  fail,  leading  to 
decreasing  regionness  or  even  dissolution  of  a  region.  Regionalism 
has  implications  for  both  security  and  development  in  a  region.^ 
In  the  first  case,  it  aims  at  transforming  "a  security  complex  with 
conflict  generating  interstate  and  intrastate  relations"  into  "a  security 
conununity  with  co-operative  external  relations  and  domestic 
peace."  In  the  second  case,  it  refers  to  "concerted  efforts  from  a 
group  of  cotmtries  within  a  geographical  region  to  increase  the 
complementarities  and  capacity  of  the  total  regional  economy  as  well 
as  finding  the  right  balance  between  functions  and  territory." 

Based  on  the  five  levels  of  regiormess  and  the  success  of  security 
and  development  regionalism,  the  different  regions  can  be  classified 
into  three  categories,  namely:  core  regions,  intermediate  regions  and 
peripheral  regions.^  Core  regions  have  some  or  all  of  the  following 
features:  they  are  politically  strong,  more  organised  at  the  supra-state 
level,  economically  dynamic  and  growing  in  a  sustained  manner. 
Intermediate  regions  are  closely  linked  with  some  or  the  other  core 
region.  They  tend  to  imitate  the  political  and  economic  systems 


2  See,  Bjom  Hettne,  "Regionalism,  Security  and  Development:  A  Comparative 
Perspective,"  in  Bjom  Hettne  et.al.,  eds..  Comparing  Regionalism:  Implications  for 
Global  Development  (London:  Macmillan,  2001) 

3  Hettne,  ibid. 

4  Bjom  Hettne,  "Globalism,  Regionalism  and  the  New  Third  World,"  in  Nana  Poku 
&  Lloyd  Pettiford,  eds.,  Redifining  the  Third  World  (London:  Macmillan,  1998) 
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of  this  core  region  and  at  some  future  stage  might  be  absorbed 
into  the  core  region.  Peripheral  regions  are  poUtically  turbulent  or 
economically  stagnant  or  both.  They  face  wars,  domestic  crises  as 
well  as  underdevelopment. 

It  can  be  argued,  on  the  basis  of  the  above  framework,  that  Western 
Europe  has  reached  the  fourth  level  of  regionness  and  that  it  is  a  core 
region;  or  Southeast  Asia  has  reached  the  third  level  of  regionness 
and  that  it  is  an  intermediate  region.  This  article  seeks  to  argue  that 
South  Asia  has  not  gone  past  the  second  level  of  regionalism  and  that 
it  is  indeed  a  peripheral  region.  The  paper  further  seeks  to  analyses 
the  causes  of  near-failure  of  regionalism  in  South  Asia. 

THE  ABSENCE  OF  REGIONALIZATION  IN  POST-COLONIAL 
SOUTH  ASIA 

The  modern  region  of  South  Asia  is  made  up  of  what  is 
traditionally  known  as  the  Indian  subcontinent.  This  roughly  includes 
the  territory  between  China  in  the  north  and  the  Indian  Ocean  in  the 
south;  and  between  Afghanistan  in  the  west  and  Myanmar  in  the 
east.5  Most  of  the  boundaries  of  this  subcontinent  are  delimited  by 
natural  and  geographical  features— ocean  around  peninsular  India, 
and  mountains  in  the  west,  north  as  well  as  east.  Indian  subcontinent 
or  South  Asia  has  existed  as  regional  space  since  pre-modern  history. 
Since  ancient  times  until  the  British  period,  the  small  principalities  and 
big  empires  of  the  region  have  had  a  history  of  interdependence.  This 
interdependence  extended  from  trade  and  commerce  to  migration 
of  peoples  and  from  conquers  of  territory  to  intermarriages  among 
ruling  dynasties.  Thus,  it  had  developed  as  a  regional  complex  even 
before  the  colonial  period.  The  British  began  to  consolidate  their  hold 
in  the  Indian  subcontinent  from  the  middle  of  the  eighteenth  century 
and  in  the  next  hundred  years  much  of  its  area  came  under  the  rule 
of  the  British. 


5    For  a  description  of  the  geological  and  geographical  features  as  well  as  the 
definition  of  tlie  subcontinent,  see  http://en.wikipedia.org 
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The  current  political  map  of  South  Asia  began  to  evolve  since  the 
early  twentieth  century.  Ceylon  (now  Sri  Lanka)  and  Burma  (now 
Myanmar)  were  separated  from  the  British  Indian  administration  in 
1935  and  1937  respectively.  At  the  midnight  of  14-15  August  1947, 
British  India  was  partitioned  to  create  two  separate  independent 
states,  viz.,  India  and  Pakistan.  Ceylon  became  independent  from 
the  British  rule  in  1948.  The  tv/o  land-locked  kingdoms  of  Nepal  and 
Bhutan,  though  never  ruled  directly  by  the  British,  were  under  British 
suzerainty.  With  the  withdrawal  of  the  British,  they  became  sovereign. 
Later  in  1971,  Pakistan  was  further  divided  when  the  geographically 
disconnected,  Bengali-speaking  eastern  wing  of  Pakistan  seceded, 
following  a  war,  to  form  the  independent  state  of  Bangladesh. 
I  South  Asia  receded  into  insular  post-colonial  state-system 
in  the  1950s.  The  new  states  were  zealously  protective  of  their 
sovereignty  and  territorial  integrity,  as  well  as  the  "independence" 
to  make  foreign  policies.  The  states  in  the  region  were  unable  to 
evolve  regional  approach  to  regional  or  global  international  issues. 
This  was  due  to  many  factors.  First,  South  Asian  countries  did  not 
have  a  common  perception  of,  or  a  common  approach  to,  the  Cold 
War  and  the  superpower  rivalry.  While  India  opted  for  non-aligned 
foreign  policy  in  order  to  keep  off  the  superpower  rivalry,  Pakistan 
chose  to  become  a  member  of  US-sponsored  alliances— viz.  SEATO 
and  CENTO— created  to  encircle  the  USSR.  Second,  there  was  an 
absence  of  commonly  perceived  extra-regional  threat  to  the  regional 
states.  Indeed,  most  regional  states  perceived  of  India  as  an  important 
threat.  India's  overwhelmingly  large  area  and  population  and  its 
military  capability  were  the  obvious  reasons  for  this  perception.  Also 
responsible  were  the  geographical  and  cultural  realities  of  the  region. 
The  geography  of  the  region  is  so  peculiar  that  all  states  share  a  land 
(Pakistan,  Nepal,  Bhutan,  and  Bangladesh)  or  sea  (Sri  Lanka  and 
Maldives)  border  with  India;  however,  none  of  them  share  any  border 
with  each  other. 

In  addition,  the  historical-cultural  bonds  of  religion,  language 
and  ethnicity  cut  across  the  territorial  borders  of  post-colonial  states. 
The  perception  of  threat  from  India  is,  thus,  a  result  of  a  combination 
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of  India's  soft  as  well  as  hard  power.  The  third  reason  for  the  absence 
of  regional  approach  is  the  India-Pakistan  dispute.^  The  seemingly 
intractable  dispute  has  several  aspects-from  river  water  disputes  to 
territorial  disputes;  from  Kashmir  issue  to  the  more  contemporary 
issue  of  cross-border  terrorism.  The  conflict  between  the  two  main 
powers  of  the  region  has  made  evolution  of  regional  approach  nearly 
impossible.  Fourth  reason  for  the  absence  of  regional  approach 
in  South  Asia  is  India's  South  Asia  policy  Despite  its  rhetoric  of 
multilateralism  in  global  international  affairs,  India  has  always 
followed  bHateralism  in  its  relations  with  South  Asian  neighbours.^ 
India  was  also  anxious  not  to  aUow  any  leverage  to  outside  powers 
in  regional  affairs.  As  a  consequence  of  all  these  factors,  there  was  no 
impetus  for  regionalization  in  post-colonial  South  Asia.  The  region  was 
not  only  a  late  starter,  but  also  a  reluctant  starter  in  regionalization. 

THE  SOUTH  ASIAN  ASSOCIATION  OF  REGIONAL 
COOPERATION 

The  idea  of  regional  cooperation  in  the  South  Asian  region 
originated  around  1980.  Unlike  in  Hettne's  understanding  of  the 
third  stage  of  regionaUzation,  namely,  regional  society;  no  trans-border 
networks -state  or  non-state -had  emerged  prior  to  the  formation 
of  the  regional  organization  in  South  Asia.  In  fact,  such  networks 
began  to  emerge  only  after  the  formation  of  the  intergovernmental 
regional  organization,  i.e..  The  South  Asian  Association  Of  Regional 
Cooperation  SAARC. 


6  Much  has  been  written  so  far  about  the  India-Pakistan  dispute.  For  recent 
analyses  of  relations  between  the  two  countries,  see  P.M.  Kamath,  ed.,  India- 
Pakistan  Relations:  Courting  Peace  from  the  Corridors  of  War  (New  Delhi:  Promilla  & 
Co.,  2005);  and  Prospects  for  Peace,  Stability  and  Prosperity  in  South  Asia  (Islamabad- 
Institute  of  Regional  Studies,  2005) 

7  The  liberal-internationalist  foreign  policy  of  India's  first  Prime  Minister  Nehru 
broadly  emphasised  multilateralism  in  international  affairs;  yet,  followed 
bilateralism  in  relations  witli  South  Asian  neighbours.  This  was  more  dearly 
outlined  in  the  Gujral  Doctrine -the  guiding  principles  of  India's  South  Asia 
policy  as  stated  by  I.K.  Gujral,  then  the  Foreign  Minister  of  hidia.  For  a  detailed 
discussion,  see  Uttara  Sahasrabuddhe,  "Paradigm  SWft  in  Indian  Foreign  Policy," 
Indian  Journal  of  Strategic  Studies  (October  2003). 
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The  first  step  towards  the  formation  of  a  regional  organization 
was  a  meeting  of  Foreign  Secretaries  of  the  seven  South  Asian  states 
(viz.,  Bangladesh,  Bhutan,  India,  Maldives,  Nepal,  Pakistan  and  Sri 
Lanka),  held  in  Colombo  in  1981.^  This  was  followed  by  a  meeting 
of  Foreign  Ministers  of  the  seven  states  in  New  Delhi  in  1983.  This 
meeting  adopted  the  Declaration  on  South  Asian  Regional  Cooperation 
(SARC),  and  launched  the  Integrated  Programme  of  Action.  Heads  of 
the  South  Asian  states  met  in  Dhaka  in  December  1985  and  signed 
the  Charter  of  the  South  Asian  Association  for  Regional  Cooperation. 
Thus,  the  SAARC  was  born.  Membership  of  the  SAARC  has  recently 
expanded,  as  Afghanistan  joined  the  orgaruzation  as  a  new  member 
in  2005.  Japan  and  China  have  been  attending  SAARC  summits  as 
Observers  since  2005;  South  Korea  and  the  US  since  2006  and  the  EU 
and  Iran  since  2007.^ 

The  concept  of  regional  cooperation  in  South  Asia  is  based  on 
the  principles  of  sovereign  equality,  territorial  integrity,  political 
independence  and  non-interference  in  the  internal  affairs  of  the  other 
member-states.  Moreover,  it  is  expected  that  regional  cooperation  would 
complement  and  not  substitute  other  forms  of  bilateral  or  multilateral 
cooperation.^"  Also,  bilateral  and  contentious  issues  are  categorically 
excluded  from  the  deliberations  at  the  SAARC.  Aims  and  objectives  of 
the  SAARC  include  acceleration  of  economic  growth,  social  progress 
and  cultural  development  in  the  region  and  promoting  cooperation 
in  these  areas;  strengtiiening  'collective  self-reliance'  among  coimtries 
of  the  region;  co-operating  with  other  developing  countries  and  with 
organizations  having  similar  aims;  and  also  co-operating  with  each 
other  at  the  international  fora  on  matters  of  common  interests. 

At  the  apex  of  the  institutional  structure  of  the  SAARC  are  the 
Summits."  Comprising  the  Heads  of  States/Governments  of  the 


8  Eric  Gonsalves  &  Nancy  Jetly,  The  Dynamics  of  South  Asia:  Regional  Cooperation  and 
SAARC  (New  Delhi:  Sage,  1999) 

9  Razia  Sultana,  "Expansion  of  SAARC:  Implications  for  South  Asia,"  BUSS  Journal 
28,  no.  2  (2007):  142. 

10  See  the  official  website  of  SAARC:  http://www.saarc-.qer.nrg- 

11  The  institutional  structure  is  determined  by  the  SAARC  Charter.  Full  text  is 
available  on  the  SAARC  website. 
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member  states,  those  summits  meet  generally  once  in  two  years. 
The  main  policy-making  organ  is  the  SAARC  Council  of  Ministers^ 
composed  of  the  Foreign  Ministers  of  the  member  states.  They  review 
the  progress,  explore  new  areas  of  cooperation  and  deliberate  on 
the  matters  of  interests  to  the  regional  group.  There  is  a  standing 
committee  comprising  Foreign  Secretaries  of  the  SAARC  states,  which 
also  meets  twice  a  year.  This  committee  monitors  and  co-ordinates  the 
programs.  It  also  determines  modalities  of  finance,  sectoral  priorities, 
and  mobilizes  regional  and  external  resources.  In  addition  there  are 
technical,  program  and  action  committees.  SAARC  has  a  permanent 
Secretariat  located  at  Kathmandu  in  Nepal,  with  a  Secretary-General 
as  its  head  and  a  Director  from  each  state. 

Formation  of  SAARC  has  led  subsequently  to  the  formation  of 
several  interstate  groups  promoting  cooperation  among  regional  states 
in  various  areas.  The  Council  of  Ministers  restructured  the  SAARC 
IPA  during  the  twelfth  Summit,.  Under  the  new  Regional  hitegrated 
Programme  of  Action  (RJPA),  there  are  seven  Technical  Committees 
that  pursue  the  integrated  plan  of  action  in  different  areas,  namely. 
Agriculture  and  Rural  Development;  Health  and  Population  Activities; 
Women,  Youth  and  Children;  Environment  and  Forestry;  Science  and 
Technology  and  Meteorology;  Htiman  Resources  Development;  and 
Transport. 

The  revised  RIPA  also  added  a  new  institution  to  the  SAARC 
structure.  These  were  called  Working  Groups.  These  have  been 
especially  created  to  focus  on  five  new  and  emerging  areas,  viz..  Energy, 
Tourism,  hiformation  &  Commimication  Technology,  hitellectual 
Property  Rights  and  Biotechnology  The  Working  Group  on  energy 
has  been  entrusted  with  a  mandate  to  study  various  possibilities  for 
cooperation  in  the  field  of  energy,  including  tlie  concept  of  an  Energy 
Ring.  The  Report  of  the  first  meeting  of  the  Working  Group  on  Energy 
(WORGEN)  was  approved  by  the  Council  of  Ministers  in  2004.  The 


12  SAARC:  A  Profile;  (2004:  Katlimandu;  SAARC  Secretariat).  This  brochure  is 
available  also  on  the  SAARC  website.  For  a  recent  analysis  of  SAARC,  see  also, 
Ansua  Basu  Ray  Chaudhury,  SAARC  At  Crossroads:  Tlie  Fate  of  Regional  Cooperatioji 
in  South  Asia;  (New  Delhi:  Samskriti,  2006). 
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Working  Group  decided  to  pursue  cooperation  in  all  recommended 
areas,  e.g..,  exchange  of  energy  information,  environment  friendly- 
energy,  creation  of  a  regional  power-grid;  and  cooperation  regarding 
renewable  energy. 

Promotion  of  intra-regional  trade  was  one  of  the  important 
aims  of  SAARC.  With  this  intention,  the  initiative  towards  forming 
SAARC  Preferential  Trading  Arrangement  (SAPTA)  was  proposed  in 
December  1991.  An  Agreement  creating  the  SAPTA  was  signed  on  11 
April  1993  during  the  Seventh  SAARC  Summit  in  Dhaka.  SAPTA  is  a 
framework  of  rules  providing  for  step-by-step  liberalisation  of  intra- 
regional  trade.  It  envisages  periodic  roimds  of  trade  negotiations  for 
exchange  of  trade  concessions  on  tariff  as  well  as  non-tariff  measures. 
So  far,  four  rounds  of  trade  negotiations  have  been  concluded  imder 
SAPTA  covering  over  5000  commodities.  Each  Round  contributed 
to  an  incremental  trend  in  the  product  coverage  and  the  deeperung 
of  tariff  concessions  oyer  previous  Rounds.  SAPTA  was  envisaged 
primarily  as  the  first  step  towards  the  transition  to  a  South  Asian 
Free  Trade  Area  (SAFTA).  The  subsequent  aim  is  the  formation  of  a 
customs  union  as  well  as  common  market  and  economic  imion. 

In  1995,  the  Council  of  Ministers  agreed  on  the  need  to  strive 
for  the  realization  of  SAFTA  and  to  this  end  an  Inter-Governmental 
Expert  Group  (IGEG)  was  set  up  in  1996  to  identify  the  necessary 
steps  for  progressing  to  a  free  trade  area.  The  Tenth  SAARC  Summit 
in  1998)  decided  to  set  up  a  Committee  of  Experts  (COE)  to  draft  a 
comprehensive  treaty  framework  for  creating  a  free  trade  area  within 
the  region,  taking  into  consideration  the  asymmetries  in  development 
within  the  region  and  bearing  in  mind  the  need  to  fix  realistic  and 
achievable  targets.  The  agreement  on  South  Asian  Free  Trade  Area 
(SAFTA),  drafted  by  the  COE,  was  signed  on  6  January  2004  during 
the  Twelfth  SAARC  Summit  in  Islamabad." 

Under  the  Trade  Liberalization  Programme  scheduled  for 
completion  by  2016,  the  customs  duties  on  products  from  the  region 


13  For  the  text  of  the  Agreement  on  South  Asia  Free  Trade  Area,  see  the  website  of 
the  SAARC. 
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Will  be  progressively  reduced.  However,  India,  Pakistan  and  Sri  Lanka 
are  to  bring  down  their  customs  duties  to  0-5  %  by  1  January  2009  for 
the  benefit  of  those  member-states,  which  are  designated  as  the  "Least 
Developed  Countries"  by  the  UN.  The  least  developed  member  states 
are  expected  to  benefit  from  additional  measures  under  the  special 
and  differential  treatment  accorded  to  them  under  the  Agreement 
Leaders  of  the  SAARC  states  agreed  in  2002  Summit,  to  accelerate 
cooperation  in  the  core  areas  of  trade,  finance  and  investment  to 
reaUse  the  goal  of  an  integrated  South  Asian  economy  in  a  step-by- 
step  manner.  They  also  agreed  to  the  vision  of  a  phased  and  planned 
process  eventually  leading  to  a  South  Asian  Economic  Union.  The 
2004  SAARC  Summit  entrusted  the  SAARCFINANCE  with  the 
responsibihty  to  study  and  make  recommendations  on  the  early  and 
eventual  realization  of  a  South  Asian  Economic  Union  (SAEU)  as  weU 
as  to  examine  the  concept  of  a  South  Asian  Development  Bank. 

ASSESSING  THE  SAARC  AND  SOUTH  ASIAN  REGIONALISM 

Not  only  has  SAARC  existed  for  over  22  years,  it  has  also 
"widened"  as- well  as  "deepened".  Widened,  as  its  membership  has 
increased  from  seven  to  eight,  and  as  many  as  six  Observers  have 
been  attending  its  summits.  It  has  deepened  as  its  institutional 
network  and  activities  have  increased.  There  is  also  an  agreement  on 
trade  liberalisation  and  the  formation  of  a  free  trade  area.  However, 
despite  all  this,  regionalization  process  has  not  taken  roots  in  South 
Asia.  Mere  existence  of  intergovernmental  organizations  does  not 
indicate  advanced  stage  of  regionalism.  It  implies  evolution  of 
regional  approach  to  regional  interstate  and  intrastate  conflicts,  as 
well  as  search  for  complementarities  among  regional  economies  to 
eventually  lead  to  more  integration. 

SAARC  as  a  regional  intergovernmental  organization  is 
very  unique  as  far  as  regional  conflicts  are  concerned.  Tlie  otl-ier 
regional  organization  in  Asia,  ASEAN,  has  avoided  taking  positions 
on  intrastate  conflicts  and  carefully  adhered  to  tiie  fundamentals  of 
the  Westphalian  state  system,  viz.  Sovereignty  and  non-interference. 
Instead,  they  have  relied  on  subfle,  backdoor  diplomacy.  For  example. 
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till  date,  ASEAN  has  avoided  taking  position  on  the  Junta's  handling 
of  the  recent  monks'  agitation  or  the  referendum  on  constitutional 
reforms.  In  case  of  interstate  conflicts,  ASEAN  prefers  the  approach 
of  consultation  and  consensus  -  the  so-called  "ASEAN  Way". 

In  South  Asia,  the  regional  states  do  not  have  a  common 
approach  to  resolving  interstate  disputes  in  the  region.  India 
emphasizes  bilateralism  and  also  rejects  the  role  of  extra-regional 
powers  in  resolving  regional  disputes.  Other  regional  states,  on  the 
other  hand,  do  not  reject  the  role  of  extra-regional  powers.  These 
states  resent  what  they  perceive  as  India's  hegemony  in  the  region 
and  simultaneously  expect  India  to  extend  helping  hand.  India  did 
extend  such  help  to  Maldives  in  1987,  when  the  Indian  Navy  helped 
reinstate  the  President  following  a  coup  against  him.  Similarly,  the 
Indian  Peacekeeping  Force  (IPKF)  was  sent  to  Sri  Lanka  in  1987  to 
fight  against  the  separatist  Liberation  Tigers  of  Tamil  Elam  (LTTE) 
forces.  The  IPKF  mission  proved  counterproductive  for  India,  as  it 
lost  goodwill  with  both  the  Tamil  rebels  and  the  Sri  Lankan  people 
and  government. 

In  more  recent  incidents,  India  has  helped  Bhutan  in  its  transition 
to  constitutional  monarchy,  when  the  ruling  monarch  of  the  tiny 
Himalayan  state  wanted  to  carry  out  the  change.  New  Delhi  also 
brokered  peace  deal  in  Nepal  when  in  2006  it  helped  the  Maoists 
and  the  parliamentarians  reach  an  accord,  on  the  basis  of  which  the 
interim  government  was  formed  and  elections  to  constituent  assembly 
were  held.  Such  efforts  are,  however,  far  short  of  a  regional  approach. 
Given  the  overwhelming  presence  of  India  in  the  region,  development 
of  regional  approach  does  not  seem  to  be  easy. 

The  formation  of  SAARC  has  not  changed  the  situation.  Indeed, 
SAARC  has  categorically  avoided  any  involvement  at  any  level  in 
any  interstate— let  alone  intrastate— conflict  in  the  region.  South 
Asia  is  a  security  complex  with  many  pending  interstate  as  well  as 
intrastate  conflicts.  Yet,  SAARC  summits  or  ministerial  meetings  do 
not  negotiate  interstate  disputes,  either  formally  or  informally.  There 
are  no  deliberations  on  major  politico-security  issues  that  affect  most 
regional  countries,  such  as  border  disputes,  ethno-nationalism  and 
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separatism,  and  democratisation.  Indeed,  issues  of  high  politics  are 
excluded  from  the  agenda  of  the  SAARC. 

Amidst  a  volatile  regional  environment  SAARCs  efforts  at 
cooperation  in  the  areas  of  low  politics  prove  weak  and  superficial.  The 
absence  of  politico-security  confidence-building  mechanisms  renders 
economic  and  socio-cultural  and  technical  confidence-building  efforts 
ineffective.  Thus,  economic  cooperation  does  not  seem  to  take  off  and 
SAFTA  does  not  seem  to  work.  Except  the  land-locked  Nepal  and 
Bhutan,  intraregional  trade  of  the  other  South  Asian  states  is  less  than 
20%  of  their  total  world  trade.^^  In  addition,  the  trade  complementarity 
index  of  SAFTA  on  a  0-100  scale  is  tlie  lowest  at  1.3  among  existing 
free  trade  areas.^^ 

CONCLUDING  REMARKS 

The  above  discussion  leads  to  the  conclusion  that  the  network 
of  regional  organizations  in  South  Asia  has  not  impacted  upon  the 
regional  environment.  It  has  not  contributed  to  creating  a  security 
community,  nor  has  it  contributed  to  evolving  developmental 
complementarities.  Thus,  despite  SAARC,  South  Asia  has  not  been 
a  regional  society  in  Hettne's  sense.  South  Asia  continues  to  remain  a 
peripheral  region. 


14  Sharif  Hossain  and  Ishtiaque  Selim,  "Regional  Cooperation  in  South  Asia:  Future 
of  SAFTA,"  BUSS  Journal  28,  no.  2  ( April  2007).  See  tables  on  p  172. 

15  Hossain  and  Selim,  '  Regional  Cooperation  in  Soutii  Asia..."  174.  Tlie  index  is 
56.3  for  NAFTA,  53.4  for  EU  and  28.6  for  Mercosur. 


INDONESIA'S  POLICY  OF  REMEMBRANCE 
REGARDING  THE  JAPANESE  OCCUPATION* 

Boryano  Rickum 

"Thinking  of  wartime  occupations,  we  tend  to  picture  suppression,  looting, 
and  violent  and  arbitrary  rule.  For  the  Japanese  occupation  of  Indonesia,  the 
prevailing  image  is  one  of  a  brutal  regime  ruling  Indonesian  society  at  gunpoint 
and  spoiling  the  lives  of  thousands,  while  incompetent  administrators  ruined  the 
coimtry.  Or  was  the  Japanese  period  a  prelude  to  revolution  and  the  harbinger  of 
independence?"^  (Remco  Raben) 

„Pengalaman  sebagai  sejarah  di  waktu  lalu,  tetap  dikenang,  tetapi  unsur-unsur  sejarah 
sebagai  peristiwa  yang  terjadi  pada  tempat  dan  waktu  tertentu,  telah  semakin  kabur. 
Maka,  apakah  yang  tertinggal  dalam  ingatan  dan  kenangan  dari  zaman  Jepang  itu?"^ 
fTaufik  Abdiillahj 

INTRODUCTION 

The  two  quotations  above  indicate  the  aim  of  this  essay,  namely 
to  analyze  the  question  of  how  Indonesian  society  remembers  the 
Japanese  occupation  of  its  own  country.  It  aims  to  introduce  the  ,policy 
of  remembrance'  in  Indonesia  regarding  the  Japanese  period.  The 
social  perception  and  valuation  of  those  historical  events  currently 


1  Remco  Raben,  "Borneo  constituencies:  Japanese  rule  and  its  legitimation,"  in 
International  Institute  for  Asian  Studies  (ed.).  Special  issue:  The  Asia-Pacific  war: 
History  and  memory  -  a  sixty-year  retrospective  on  a  conflict  that  changed  the  world, 
HAS  Newsletter  No.38,  Leiden  2005. 

2  „Experience  as  history  of  the  past,  is  still  remembered,  but  elements  of  history  as 
events,  which  happened  at  certain  place  and  time,  have  been  increasingly  dulled. 
Hence,  what  is  still  located  in  memory  from  the  Japanese  lime?"  (translated  by  the 
author),  Taufik  Abdullah  (ed.),  Pemberontakan  Indonesia  di  masa  pendudukan 
Jepang.  Jakarta  1988,  p.  VIII. 
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have  formed  a  topic  of  great  interest.  Indeed,  it  has  been  nearly  six 
decades  after  the  end  of  Japanese  regime  in  Indonesia.  The  challenge 
now  IS  how  to  remember  the  events  from  1942  to  1945  while  the  last 
eyewitnesses  have  been  gone. 

Apart  from  the  works  of  a  few  Western  and  Japanese  experts 
this  issue  still  forms  a  gap  in  the  political  and  historical  research  ii^ 
Indonesia.3  Hiis  does  not  mean  that  no  one  was  ever  interested  in 
Pacific  wartime  reminiscences  of  the  former  Dutch  colony  There  are 
many  publications  about  memories  of  western  prisoners  of  war  or 
how  the  orang  Belanda  have  come  to  terms  witii  their  experiences  in 
Japanese  concenfaration  camps  in  Java  and  Sumati-a.  But  only  a  few 
brief  stiidies  are  already  concerned  with  native,  genuinely  domestic 
memories  and  experiences. 

This  paper  begins  with  some  theoretical  reflections  about  the  main  terms 
concerning  this  issue,  like  'policy  of  remembrance'  and  'collective  memor/. 
Then  it  looks  at  the  following  questions: 

□  Who  were  and  still  are  the  main  agents  behind  the  poUcy  of 
remembrance  regarding  to  ti:ie  Japanese  time,  and  what  is 
their  motivation? 

□  What  do  they  remember-what  do  they  forget-and  what  kind  of 
changes  has  the  policy  of  remembrance  already  faced? 

□  What  provokes  changes  within  the  policy  of  remembrance,  and 
how  can  we  characterize  it? 


3    See  for  example:  Raben,  Remco  et  al.  (ed.).  Representing  the  Japanese  occupation 
of  Indonesia:  Personal  testimonies  and  public  images  in  Indonesia,  Japan  and 
the  Netherlands,  ZwoUe  2000.  as  well  as:  Ken^ichi  Goto,  Multilayered  Postcolonial 
Historical  Space:  Indonesia,  the  Netherlands,  Japan  and  East  Timor,  online-  http-// 
dspace.wul.waseda.ac.jp/dspace/bitstream/2065/786/1/20030709  eotou  eng  pdf 
(downloaded  15.04.2007).  And  also:  William  B.  Horton,  Sexual  Exploitation  and 
Resistance:  Indonesian  Language  Representations  Since  the  Early  1990s  of  the  Javanese 
Occupation  History  (2004),  online:  http://  www.sinica.edu.  tw  /-capas/  publication/ 
newsletter/  N28/  28_01_03.pdf  (downloaded  18.03.2007).  As  well  as:  Ann  Laura 
btoler,^  and  Karen  Strassler,"  Casting  for  the  Colonial:  Memory  Work  in  'New 
Order'  Java,"  in  Comparative  Studies  in  Society  and  History  42,  no.  1,  2000:  4-48 
As  also:  Abdurrachman  Surjomihardjo:  Pendidikan  sejarali  dalam  tiga  zaman 
(Histonography  within  three  periods,  translated  by  the  author),  in:  Seiarah 
pemikiran,  rekonstruksi,  persepsi  (1996),  Nr.6,  p.  17-27. 
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To  analyze  the  whole  'policy  of  remembrance'  means  to  solve  this  list 
of  questions.  But  giving  fully  detailed  answers  to  all  of  them  would 
go  far  beyond  the  scope  of  this  paper.  Therefore  it  will  discuss  some 
;examples,  showing  how  differently  the  period  of  Japanese  occupation 
is  remembered  and  perceived  in  Indonesia. 

COLLECTIVE  MEMORY  AND  POLICY  OF  REMEMBRANCE 

Most  of  the  terms  are  inspired  from  the  works  of  Jan  and 
•Aleida  Assmann.  Although  they  are  actually  well  known  German 
experts  of  ancient  Egypt  and  English  literature,  they  have  influenced 
sociologic  and  political  science  subjects,  especially  how  collective 
memory  works,  based  again  on  the  earlier  work  of  the  French 
i  sociologist  Maurice  Halbwachs  from  the  20*  century.^  With  the  latter 
one,  'collective  memory'  firstly  can  be  seen  as  an  accimiulation  of 
individual  memories  of  certain  historical  events,  which  concerns 
I  the  whole  society,  ultimately  causing  the  creation  of  what  is  called 
"national  identity'. 

Jan  Assman  then  divided  Halbwachs's  thoughts  furthermore 
iin  three  parts,  namely  the  'cultural'  and  'sodal  memory'  as  well  as 
'  'collective  memory'.  Following  their  ideas,  the  latter  generates  strongly 
t  formalized  meanings  or  senses  of  historical  events  for  a  society. 
"Strongly  formalized'  means  that  events,  which  are  memorialized 
iin  the  'collective  memory',  often  are  commemorated  and  moreover 
ire-experienced  yearly  through  national  rituals  like  public  flag 
I  ceremonies  or  military  parades  on  independence  day.  Remembrances 
'  within  this  part  of  memory  can  be  inscribed  for  centuries,  mostly  in  a 
!  simple  manner  and  often  as  political  myths  like  the  famous  narratives 
I  of  Sriwijaja  or  Majapahit.  Among  the  general  public  they  are  often 
■  understood  today  as  the  'Indonesian  Nation'  before  the  Dutch  came. 


4  See:  Maurice  Halbwachs,  La  memoire  collective  (The  collective  memory),  Paris, 
[1939]  1950.  And  also:  Jan  Assman,  Das  Kulturelle  Geddchtnis.  Schrift,  Erinnerung 
und  politische  Identitdt  in  friihen  HochkuUuren  (The  cultural  memory.  Writings, 

P  remembrances  and  political  identity  in  ancient  societies,  translated  by  the  author), 
Munich  1997. 
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ignoring  the  fact  that  the  term  'Indonesia'  was  not  even  created  yet 

durmg  the  period  of  those  premodern  kingdoms. 

Furthermore,  the  legend  of  Pahlawan  Diponegoro  honors  an  early 
hero  of  the  struggle  for  national  independence  of  whole  Indonesia 
although  he  achially  just  wanted  to  re-establish  the  Javanese  Kingdom 
of  his  ancestors.  But  these  national  myths  will  only  fade  away  once 
they  lose  their  function-that  is,  their  sense  and  persuasive  power  for 
the  society. 

The  'social  memory'  therefore  is  very  informal,  and  is  generated 
through  daily  communication  and  interactions  between  the  members 
of  a  society;  in  this  case  between  the  witnesses  of  the  Japanese 
occupation  and  their  foUowing  generations.  Because  of  that  this 
memory  is  only  able  to  save  or  capture  events  clearly  as  long  as 'these 
witnesses  are  still  alive. 

^  Last  but  not  least:  cultural  memory.  According  to  Assmann,  its 
ability  to  protect  remembrances  from  disappearing  into  the  sea  of 
oblivion  depends  on  various  institutions  like  libraries,  museums  or 
archives  and  the  actions  of  their  members.^  Therefore  this  kind  of 
memory  can  also  be  long  termed-but  in  this  case  the  remembrances 
are  mostly  not  transformed  into  some  sort  of  historical  or  poHtical 
myths,  which  are  detached  from  surrounding  historical  events,  as  in 
the  case  of  the  collective  memory.  Although  the  'cultural  memory'  is 
like  the  other  two  types  of  memory  also  responsible  for  the  creation 
of  certain  identities  Hke  national  identity,  it  is  used  by  the  individual 
to  take  a  more  critical  look  at  shared  remembrances. 

As  Maurice  Halbwachs  has  worked  out,  the  idea  behind  all 
this  is  that  the  past  as  every  human  has  it  in  mind  is  not  a  kind  of 
nahiral  grown  thing,  but  in  fact  a  social  construction.  Although  often 
used  in  research,  there  does  not  exist  an  exact  definition  of  'Policy  of 
remembrance'.  Analyses  of  tlie  German  national  past  for  example  also 
use  terms  like  'culhire  of  remembrance'  as  well  as  'culture  of  history' 


Assmann,  Aleida,  Soziales  und  kollektives  Gedaclitnis  (Social  and  coUecHve 
memory),  online:  www  .bpb.de  /  files/OFWljZ.pdf  (downloaded  17.04.2008),  p. 
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when  dealing  with  the  question  of  how  Germans  today  perceive  the 
dark  events  which  took  place  in  their  country  nearly  seventy  years 
ago/  All  these  terms  seems  to  describe  the  same  phenomenon,  namely 
the  manner  in  which  remembrances  and  reminiscences  of  the  past  get 
into  the  mentioned  three  memories.  In  other  words,  these  terms  own 
a  strong  working  and  process-like  character.  Therefore  they  raise  also 
the  question  of  who  the  main  agents  behind  these  processes  are  -  and 
furthermore  why  there  are  such  processes  at  all.  In  the  following,  the 
term  'policy  of  remembrance'  will  be  preferred,  because  it  emphasizes 
that  there  hardly  can  be  any  processes  of  collective  remembering 
without  agents  behind  it. 

MAIN  AGENTS  AND  THEIR  MOTIVATION  BEHIND  THE 
POLICY  OF  REMEMBRANCE  REGARDING  THE  JAPANESE 
TIME 

Beginning  with  the  first  question,  it  is  to  some  extent  difficult 
to  identify  the  agents  within  the  social  memory,  because  especially 
in  the  private  sphere  it  is  not  easy  to  analyze  who  has  said  what 
about  the  time  of  Japanese  occupation.  But  at  that  moment  when 
individuals,  organizations  or  institutions  appear  on  the  public  stage 
with  their  reminiscences,  experiences  or  just  thoughts  on  the  Japanese 
occupation,  they  leave  marks  or  traces,  which  can  be  followed.  That  is 
why  they  are  called  the  'the  policy  of  remembrance's  main  agents'. 

To  mention  some  important  agents  of  the  past,  there  was  for 
example  the  PKI  -  the  commimist  party  of  Indonesia.  After  the  end 
of  the  Second  World  War  until  Sukarno  decided  to  involve  them  in 
his  political  game  at  the  end  of  the  fifties,  the  PKI  played  a  large  role 
regarding  the  policy  of  remembrance.  Another  example  is  Sukarno 
himself.  Although  it  is  known  that  he  didn't  like  to  speak  about  this 
period  at  all,  he  left  many  traces  behind,  wliich  can  be  followed  now. 


6  See  for  example:  Assmann,  Aleida,  Der  lange  Schatlen  der  Vergangenheit. 
Erinnerungskultur  und  Geschichtspolitik  (The  long  shadow  of  the  past.  Culture 
of  remembrance  and  policy  of  history,  translated  by  the  author),  Munich  2006. 
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And  to  mention  also  some  agents  of  the  present:  There  still  exists 
several  kmds  of  veteran  or  alumni  organizations,  like  Yapeta  from 
former  soldiers  of  the  Pembela  Tanah  Air  (PETA).  In  their  case  it^ 
important  that  the  next  generation  of  &ese  eye-witi^esses-the  son 
and  daughters  of  those  PETA-soldiers-are  also  involved  in  the" 
organization,  since  their  experiences  are  still  located  in  the  sociJ 
memory.  One  of  ti.e  most  famous  contemporary  agents  are  the  victi^ 
of  ti.e  Jap^ese  sexual  slavery,  the  former  so  called  'comfort  wome^ 
Jugun  lanfu'  or  'Wanita  penghibur'.  They  have  organized  themselves' 
witinn  ti.e  LBH  Yogyakarta  and  the  Forum  Pusat  Lunikasi  ^nlZ 
of  former  native  auxiliary-soldiers  for  the  Japanese  Army,  to  fight 
togetiier  for  tiieir  rights  and  recogmtion  as  victims. 

Agents,  who  are  acting  time  and  again  are  Journalists  with  their 
articles  as  well  as  politicians  witii  tiieir  public  speeches,  when  thev 
write  or  talk  about  the  Japanese  time,  as  will  be  shown  later 

Regardmg  the  cultiiral  memory,  there  are  several  native  historians 
who  already  have  written  about  this  time,  for  example  the  well  knowii 
historian  of  the  Orde  Baru,  Nugroho  Notosusanto. 

Institiitions  such  as  the  Arsip  Nasional  Republik  Indonesia- 
the  national  archive  or  LIPI  {Lembaga  Ilmu  Pengetahuan  Indonesia/ 
Indonesian  Institiite  of  Sciences)  play  an  active  part  within  tiie  poHcy 
of  remembrance.  They,  along  with  other  cultiiral  institiitions  like  the 

LnlTr""  ^  ^'^^  ^"^^""^  ''j'^'h  ^'^ional  in 

^ON^S,  they  all  can  be  seen  as  agents  because  they  have  already 
pubhshed  stiidies  or  exhibitions  regarding  the  Japanese  occupation  ^ 
Others  are  also  located  in  the  sphere  of  Hteratiire,  art  and  fihn.  Famous 
writers  such  as  Ananta  Pramoedya  Toer  or  Kadawarti  with  their 
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novels  as  well  as  the  lesser  known  artist  Sudarto  with  his  paintings 
lare  good  examples.^ 

All  these  agents  had  and  still  have  different  motivations  to  hold 
:up  -  or  also  to  repress  -  remembrances  of  the  Japanese  occupation. 
:Cindy  Adams,  for  example,  wrote  in  her  book  'My  friend,  the  dictator' 
:  about  Sukarno  that  she  really  had  to  push  him  to  talk  about  the  time  of 
[Japanese  occupation  for  his  biography,  which  she  also  wrote.^  Coming 
[to  this  topic,  Siikamo  knew  that  he  often  had  to  justify  to  himself 
Ihis  cooperation  with  the  Japanese  occupying  forces.  Nevertheless, 
I  he  compared  from  time  to  time  the  political  developments  of  the 
■early  Republic  with  the  time  of  occupation  in  his  public  addresses. 
;  So,  in  some  way,  one  can  say  that  he  used  the  remembrances  of  the 
occupation  for  his  politics. 

Furthermore,  the  Indonesian  commimists  were  some  of  the 
greatest  critics  of  the  Sukamo-Hatta-regime  during  the  early  fifties, 
concerning  the  'collaboration'  and  the  partial  responsibility  of  many 
native  political  personalities  for  the  alleged  crimes  against  humanity 
during  the  occupation.  Jn  fact  it  is  true  that  the  cormnimists  together 
with  the  socialists  formed  the  strongest  part  of  civilian  resistance 
during  the  Japanese  occupation,  while  on  the  other  side  personalities 
like  Sukarno  and  Hatta  cooperated  with  the  fascist  regime  of  the 
imperial  Japanese  army. 

|i  Nevertheless,  the  PKI  also  instrumentalized  the  remembrances  of 
the  Japanese  time  to  reach  their  political  goals.  That  became  evident 
when  the  PKI  suddenly  stopped  criticizing  several  members  of  the 
government  for  what  they  did  during  the  occupation  once  the  party 
itself  entered  the  stage  of  political  power. 

But  political  reasons  were  and  are  not  the  only  motivations  for 
agents  to  make  certain  policy  of  remembrance.  Taking  a  look  into 
the  cultural  memory,  one  can  see  that  several  works  of  historians 


8  See  for  example  their  novels:  Kadarwati,  Wanita  dengan  Lima  Nama  (Woman 
with  five  names,  translated  by  the  author)  (1982)  as  well  as:  Ananta  Pramoedya 
Toer,  Perburuan  (The  Fugitive)  (1950)  and  Perawan  Remaja  dalam  Cengkraman 
Militer  (Yoiing  Virgins  in  the  Military's  Grip)  (2001). 

9  Cindy  H.  Adams„Mi/  Friend  the  Dictator,  (Indianapolis  1967). 
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I*e  Nugroho  Notosusanto  tried  to  give  the  historical  events  of  the 
apar^ese  ocajpahon  a  certain  nationajistic  sense.  Tl,at  means  tTat 
they  detached  th.s  period  from  surrounding  events  and  insTted 
mto  anofer  .deologicaj  frame,  giving  the  whole  h^donesir^stor; 
conhnmty  ar,d  a  nationalistic  veneer.  In  other  words,  they  tried  to  push 
those  events  from  the  cultural  to  the  collective  memory  of  Indone "a 
as  a  nahonal  myth.-o  Apart  from  this  historiographic^  m^^aT 
new  pubhcat^ons  seem  to  have  started  to  take  a  more  criticXok^; 
the  period  of  Japanese  regime  in  Indonesia." 

CHANGES  IN  THE  POLICY  OF  REMEMBRANCE 

it  i,  ^'^        motivations  in  mind 

It  IS  mterestmg  now  to  see  what  they  remember  and  what  they  f^et 
Regarding  the  social  memory,  TauBk  Abdullah  wrote  in  the  prefaL  of 

lar ^ 

h.ri:'"'''Tl  J^^ng  -  '^ia  telah  kembali  kepada  banssa  Asia' 


!nt•^^T•^'        ^t^^^st^S  article  about  his  historiography  Kate  McGregor  A 

H^Crpo;— ^^^^^^ 

11  For  example:  N.Hidayat,  Di  h«wah  kibam,  be„dem  mat^hari  terbil  -  /H,„w 

pcr,^uduh,„  lepang  di  Monesi,  miAS  (Under  fte  flu«erin7flag  TsZS  1 

Orang  jepang  di  Indonesia  (1868-1942),  (Are  they  spies?  -  Japanese  oeoDleTn 
Indonesia,  translated  by  tl.e  audior)  Yoygakarta  2008 
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Kemerdekaan  Indonesia.  Akhirnya,  apakah  nama  Peristiwa  Rengasdengklok?  Tentu  saja, 
Proklamasi.  Dan  zaman  baru  telah  dimulai."^^ 

Aim  Laura  Stoler's  and  Karen  Strassler's  study  on  ^memory  work'  in 

■.orde  ham's  Java  argues  in  a  similar  fashion: 

"The  Japanese  occupation  was  a  safe  topic  of  public  discoiirse  -  as  long  as 
it  remained  carefully  circumscribed  by  a  script  of  sacrificial  suffering  that  was 
available  and  widely  known.  People  vividly  recalled  being  reduced  to  eating 
com  and  other  food  fit  for  animals,  wrapping  themselves  in  palm  fibers  and 
banana  leaves  when  cloth  was  scarce.  Detailed  descriptions  of  Japanese  soldiers 
who  forced  people  to  bow,  of  arbitrary  beatings,  abuse  and  brutal  deaths  were 
frequentiy  and  readily  offered."" 

I  But  like  the  agents'  motivations,  their  remembrances  often  vary 
in  certain  points.  Whereas  for  example  Taufik  Abdullah  clearly 
mentioned  the  terror  of  the  Japanese  secret  police  Kempeitai,  it  seems 
that  Sukarno  again  had  forgotten  this  point.  When  addressing  a 
public  speech  for  the  commemoration  of  the  seventh  anniversary  of 
independence  he  said:^_^ 

^  "Look  what  happened  during  the  Japanese  occupation.  Has  there  been 
an}'  time  in  oiir  recent  history  when  our  economy  was  more  distiirbed,  more 
chaotic,  more  knocked  about  than  during  the  Japanese  occupation?  Thousands 
of  people  died  of  starvation,  hundreds  of  thousands  of  people  were  victims  of 
semistarvation,  [...].  But  we  had  none  of  the  m^^^-auding  and  robber  gangs  we 
find  now.  Why?  Because  at  that  time  there  was  authority,  and  the  instinctive  and 
natural  respect  for  authority.  At  that  time  the  authority  was  fascistic,  but  that  is 


12  „The  hope  of  Japanese  victory  -  'Asia  has  returned  to  being  Asian  nation'  -  in 
how  many  month  already  faded  away.  Food  and  clothes  became  less  and  less 
and  disappeared.  Kempeitai  which  terrorized.  The  romusha  who  were  unknown 
of  their  fate.  Restiessness  without  an  end.  Hunger  and  poorness  everjrwhere.  (...) 
Small  rebellions.  The  re-echo  of  Kimigayo.  And  don't  know  what  else.  Positive 
hope  remain  also.  With  the  appearance  of  Giyugun,  Peta  (...)  and  anti  Japanese 
groups,  who  operated  'underground'.  Then  the  promise  of  independence.  The 
Preparation  Commission  of  Independence  of  Indonesia.  Finally,  what  is  with 
the  event  of  Rengasdengklok?  Of  course,  the  proclamation.  And  a  new  era  has 
been  started."  (translated  by  the  author),  in  Taufik  Abdullah,  ed.,  Pemberontakan 
Indonesia  di  masa  pendudukan  Jepang.  (Jakarta  :  ,1988),  VIII. 

13  Ann  Laura  Stoler,  and  Karen  Strassler,  "Casting  for  the  Colonial:  Memory  Work 
in  'New  Order'  Java,"  in  Comparative  Studies  in  Society  and  History,  42,  no.  1,  (2000): 
4-48. 


^"^^DOmsIAN  QUARTERLY,  Vol.  36,  No.  2, 2008: 203-222 

to  Jiat,  these  two  statements  can  also  be  seen  as  an  indicator  of  JrZ 

eomparmg  the  different  periods  of  Indonesian  history  within  th^ 
soaal  memory  leads  to  further  interesting  findings 

Ann  Laura  Stoler  and  Karen  Strassler  again  (or  example  observed 
durmg  their  interview-sessions  in  2000  that     falnesHn  T 
servant  life  in  the  1930s  and  early  X940s  mort  ofte*otd 

fre2%f  "S^*        ^  ""^"^S  of  hoarded  nLatives  Peo^ 
frequently  redirected  the  interviews  to  other  periods,  espedallyle 
apanese  occupation  of  1942  to  1945.  (...)  Again  and  agai^  we  heird 
ftat^the  DutA  were  'good;  and  the  Japanese  were  the  ones  who 

withTt  °^  """""'^       remarkable.  Compared 

with  Sukarno  s  speech,  i,  becomes  clear  that  both  perceptioL  of 
the  Japanese  hme  are  contradictory.  Having  made  a  strict  poUcy  of 
non-cooperation  towards  the  Dutch  and  on  the  other  side  fte  exact 
opposite  towards  the  Japanese  occupants.  Bung  Kamo  always  strives 
to  pamt  the  three  and  a  half  centuries  of  Netherlands  colony  in  darker 
colors  than  the  following  Hme  under  the  flag  of  the  rising  sun  TOs 
rniderlmes  that  there  has  been  certain  changes  within  the  poUcy  of 
remembrance  between  Sukarno's  orde  lama  and  Suharto's  orde  bam 

turthermore,  it  is  very  interesting  to  note  tliat  Taufik  again 
didn  t  mention  the  fate  of  the  so  called  'comfort  women'  in  his  Wew 
of  common  perception.  Only  four  years  later  -  in  1992  -  their  case 
become  big  news  for  the  very  first  time  in  Indonesia,  when  tadonesian 
Newspapers  reported  at  great  length  about  this  crime  committed 

15  Stoler  and  Strassler,  ":Casting  for  the  Colonial...,"  11. 
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nearly  fifty  years  ago.  This  is  also  a  good  example  of  how  the  culture 

of  remembrance  has  changed.  To  clarify,  it  is  necessary  to  go  back  to 

1965,  when  the  biography  of  Sukarno  was  published.  Regarding  the 

case  of  'jugun  ianfu'  one  can  find  the  following  statement: 

"Another  crisis  was  the  sex  life  of  the  soldier.  [...]  I  knew  I  couldn't  let  the 
army  play  around  with  the  Minangkabau  girls  and  I  knew  that  if  this  problem 
weren't  solved  I'd  have  an  even  bigger  one  on  my  hands." 

In  his  remembrance,  Sukarno  received  permission  from  a  member  of 
the  Ulama  and  then  continues: 

„I  then  imfolded  a  plan.  'Purely  as  an  emergency  measure,  for  the  good  of 
our  girls  and  oui  coimtry,  I  wouM  like  to  utilize  the  services  of  prostitutes  in  the 
area.  This  way  the  foreigners  will  be  satisfied  and  will  not  ravage  our  maidens.' 
[. . .]  Bolstered  by  the  guarantee  that  my  idea  would  not  be  construed  a  mortal  sin, 
I  approached  the  prostitutes.  'I  would  not  suggest  you  to  do  something  against 
your  nature,'  I  pointed  out,  'but  this  plan  is  in  conformity  with  your  chosen  trade.' 
'I  hear  the  Japs  are  rich  and  qmte  free  with  their  money,'  chortled  one,  obviously 
pleased  with  the  arrangement.  [...].  It  worked  out  very  weU,  too,  I'm  pleased  to 
add.  Everybody  was  veryjiappy  with  my  plan."^^ 

In  1979,  when  interviewed  by  researchers  of  the  arsip  nasional  about  the 
Japanese  soldiers,  the  then  Governor  of  Besuki,  Raden  Martoatmodjo 
said: 

„If  they  wanted  to  bother  Dutch  women  or  Indo  women,  I  didn't  care,  this 
was  none  of  our  business  [. . .]  my  goal  was  that  they  didn't  molest  priyayi  women. 
For  their  soldiers,  indeed  they  asked  through  the  bupati  [...]  and  they  were 
arranged,  assembled  from  all  over  the  Jember  Regency,  I  didn't  care.  These  were 
true  comfort  women  -  I  don't  want  to  say  prostitutes,  for  comfort.  This  was  for 
the  subordinates.  For  the  officers,  if  they  molested  Dutch  women,  it  wasn't  my 
business."^'' 

These  fragments  of  the  social  memory  show  that  if  it  was  ever 
mentioned  in  public  before  the  beginning  of  the  era  reformasi,  the  case 
of  the  'comfort  women'  was  neither  perceived  as  a  real  crime  nor 


16  Cindy  Adams,  Sukarno  -  An  autobiography,  as  told  to  Cindy  Adams,{  New  York 
1965),  163. 

17  Raden  Martoatmodjo,  quoted  from  Mark,  Ethan,  Suharto's  New  Order 
Remembers  Japan's  New  Order  -  Oral  Accounts  from  Indonesia,  in  Remco  Raben 
ed..  Representing  the  Japanese  Occupation  of  Indonesia  -  Personal  Testimonies  and 
Public  Images  in  Indonesia,  Japan,  and  the  Netherlands.  Zwolle  1999,  72  -  84. 
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were  those  women  really  perceived  as  victims  in  Indonesia.  In  the 
opposite,  when  wartime  documents  about  the  case  of  'jugun  ianfu' 
appeared  in  Japan  in  July  1992,  Indonesian  Newspapers  at  first  also 
did  not  mention  Indonesian  victims.^^ 

But  it  took  only  a  few  days  before  their  fate  was  placed  in  the  centre 
of  attention  as  the  headlines  from  'Media  Indonesia'  or  the  'Tempo 
magazine'  showed.^^  In  these  and  further  articles  one  can  observe  that 
there  have  been  certain  changes  in  the  policy  of  remembrance  since 
the  Publication  of  Sukarno's  biography,  as  evident  from  the  talk  about 
'crime',  'coercion'  and  'victims'-^" 

Regarding  cultural  memory,  it  is  illiuninating  to  visit  the  PETA 
museum  in  Bogor,  as  well  as  the  national  history  museum  in  MONAS 
in  Jakarta.2i  It  is  important  there  to  observe  which  events  of  the  Japanese 
time  are  included  in  their  exhibition.  Most  parts  of  those  exhibits 
deal  with  the  PETA,  its  military  training  and  late  resistance  against 
the  Japanese  forces  as  well  as  the  fate  of  the  'romusha'.  On  the  other 
side,  there  is  no  illustration  about  the  role  of  Sukarno  and  the  Pusat 
Tenaga  Raki/at -Centre  for  People's  Power  (PUTERA) -regarding  their 
cooperation,  especially  in  the  recruitment  of  these  forced  labourers.  In 
the  MONAS-museum,  for  example,  the  visitor  can  find  out  nothing 
more  than  what  the  following  sign  explains  about  forced  labor: 

"In  March  1942  the  Commander  in  Chief  of  the  Dutch  Armed  Forces 
unconditionally  surrendered  to  the  Japanese  expeditionary  army  in  the  name  of 
the  AlUed  Forces  in  Kalijati,  West  Java.  In  its  efforts  to  win  the  Pacific  war,  the 
Japanese  occupation  army  exploited  Indonesia's  human  and  natural  resources 
The  people  were  driven  into  forced  labour  at  vital  military  instaUations  and 

18  See  for  example:  The  Jakarta  Post,  "Japanese  army  directly  recruited  comfort 
women,"  03  July  1992. 

19  See,  Media  Indonesia,  "Tentara  Jepang  juga  rekrut  pereinpuan  Indonesia  untuk  dijadikan 
penghtbur  ,"(Japanese  army  also  recruted  Indonesian  women  for  comfort 
translated  by  the  author),  10.07.1992;  or  see  in  Tempo,  "Kisah  Kadarwati  yang 
sebenarnya,"  (Kadarwatis  real  story,  translated  by  the  author),  25  July  1992. 

20  See  for  example  following  newspaper  article  in:i  Pelita,  ",Wanita  korban  seksual 
tentara  Jepang:' Saya  tinju,  kalau  dia  ada  sekarans,",  (Sexual  victim  of  the  Japanese 
Army:  I  would  knock  him,  if  he  would  be  here  right  now,  translated  by  the 
author),  20  April  1993. 

21  It  should  be  noted  here  that  both  exhibitions  were  made  by  the  same  person. 
Unforhmately  the  author  was  not  able  to  find  out  liis  name. 
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buildings.  These  people  called  romusha  had  to  build  military  bases,  airfields, 
roads  and  bridges.  Many  thousand  of  them  died  of  exhaustion,  and  lack  of  food 
and  medicine." 

Neither  in  the  museum  in  Bogor  nor  in  MONAS  one  can  find  any 
mention  of  the  'wanita  penghibur's  fate.  These  are  great  indicators  of 
certain  differences  between  the  cultural  and  social  memory  because, 
in  the  latter,  the  comfort  women's  remembrances  form  one  of  the 
main  topics  since  the  beginning  of  the  nineties  as  mentioned  before. 
Furthermore,  even  the  late  Sukarno  confessed  his  ov/n  guilt  for  the 
fate  of  the  'romusha'  in  his  autobiography: 

„In  fact  it  was  I— Sukarno— who  sent  them  to  work.  Yes  it  was  I.  I  shipped 
them  to  their  deaths.  Yes,  yes,  yes,  I  am  the  one.  I  made  statements  supporting  the 
recruitment  of  romushas.  I  had  pictures  taken  near  Bogor  with  a  tropical  helmet 
on  my  head  and  a  shovel  in  my  hand  showing  how  easy  and  glorious  it  was  to 
be  a  romusha.  With  reporters,  photographers,  the  Gunseikan— Commander-in- 
Chief— andCivil  Authorities  I  made  trips  to  Banten,  the  western  tip  of  Java,  to 
inspect  the  pitiable  skeletons  slaving  on  the  home  front  down  deep  in  the  coal 
and  gold  mines.  It  was  horrible.  Hopeless.  And  it  was  I  who  gave  them  to  the 
Japanese.  Soimds  terrible,  doesn't  it?  They  tell  me  the  people  won't  like  to  read 
this— is  that  right?  Well  I  do  not  blame  them.  Nobody  likes  the  ugly  truth."^ 

FACTORS  OF  THE  CHANGES  IN  THE  REMEMBRANCE  POLICY 

Examining  the  policy  of  remembrance,  one  main  factor  causing 
changes  in  the  processes  within  most  part  of  the  three  memories 
becomes  evident.  This  factor  consists  of  certain  key  events,  like  the 
appearing  of  wartime  documents  in  Japan  in  1992  and  the  arrival  of 
a  Japanese  team  of  lawyers  to  question  the  Indonesian  victims,  which 
together  prompted  the  domestic  public  debate  on  'wanita  penghibur 
Indonesia.' 

Within  this  debate  one  can  see  how  differently  the  various  main 
agents  have  acted:  On  the  one  hand,  the  goverrunent  and  certain 
newspapers  argue  that  it  would  be  best  to  forget  all  this  for  the  sake 
of  the  Indonesian  women: 

"Indonesia  wants  to  look  to  the  fuhare  and  not  be  tied  to  the  past.  (...).  No 
matter  what  Japanese  government  may  do,  their  [the  Jugun  lanfu's]  honor  wiU  not 


22  Adams,  ", Sukarno  -  An  autobiography...",  192. 
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?WsTssue  ^-'^""^       """^  °^      Indonesian  government  to  exaggerate 


On  the  other,  the  former  comfort  women  themselves,  who  mostly 
for  the  very  first  time  told  their  stories  in  public.  Most  of  them  have 
never  shared  their  experiences  with  their  families  before  because  they 
where  ashamed  or  the  local  adat  achially  would  not  allow  it. 

Another  example  of  a  key  event  is  the  prohibition  of  the 
Indonesian  movie  'Romusha'  in  1973.  'Romws/za '-Japanese  term  for 
forced  laborer -should  have  been  released  in  1973  but  it  was  suddenly 
prohibited  by  the  hidonesian  Board  Film  Censor,  mostly  because  the 
Japanese  Ambassador  to  Jakarta  raised  a  protest  after  he  had  seen  it. 

Although  only  a  small  number  of  people  ever  saw  that  film,  it 
became  well  known  in  the  public  and  caused  a  great  debate  about 
the  Japanese  conciousness  of  history  and  the  Japanese-Indonesian 
relations,  as  well  as  certain  anti  Japanese  protests  in  Jakarta.  This  key 
event  brought  the  'romusha'  back  in  public  mind-or  in  other  words, 
in  the  social  memory.  Moreover,  the  great  impact  of  this  debate  led 
LIPI  to  launch  a  shidy  about  newspaper-articles,  which  dealt  with 
this  issue.^^ 

Somehow,  these  events  can  be  seen  as  the  prelude  to  a  further  kev 
event,  namely  the  so-called  'Malari- Affair'  or  'pensffwa  malari'  one 
year  later  in  1974,  which  was  also  animated  by  strongly  anti-Japanese 
sentiment.  Surprisingly,  only  a  few  agents  of  this  key  event  made 
direct  connection  to  the  past,  although  many  Japanese  businessmen 
in  Indonesia  at  that  time  were  former  occupants. 

Besides,  similar  events  happened  when  in  2001  the  movie 
'Merdeka  17805'  was  released  in  Japan,  which  angered  many 
Indonesians  because  it  shows  Japanese  soldiers  as  one  of  the  main 
■  agents  of  Indonesian  independence.  This  tension  between  different 

23  Ali  Alatas,  as  quoted  in  Ken^ichi  Goto,  MuUilayercd  Postcohttial  Historical  Space: 

Indonesia,  the  Netherlands,  Japan  and  East  Timor,  online:  http://dspace.wul.waseda 

ac.jp/dspace/bitstream/2065/786/l/20030709_gotou_eng.pdf  fdovmloaded 
15.04.2007),  8. 

24  LIPI  ,  ed.,  "  Masalah  film  ,romiishn'  di  pers  ibu  kota,"  (Tlie  issue  of  the  movie 
,romusha'  within  the  capital's  press,  translated  by  the  autlior),  Jakarta  1974. 
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.agents— mainly  catalysed  through  certain  key  events— is  the  driving 
:  force,  which  leads  to  changes  within  the  policy  of  remembrance.  Those 
;  processes  happen  mostly  within  the  social  and  cultural  memory. 

Due  to  the  mythical  nature  of  the  collective  memory's 
:  remembrances,  they  can  hardly  be  changed  as  quickly  as  in  the  other 
•  two  memories.  In  this  case,  even  the  highest  political  or  military  elite 
would  not  be  able  to  change  anything  forcefully.  Things  there  can 
I  orUy  become  different  when  they  start  to  lose  their  persuasive  power 
;  for  the  masses,  as  already  mentioned  in  the  beginning  of  this  paper. 

The  last  part  deals  with  different  examples  of  the  policy 
I  of  remembrance's  characters  regarding  to  the  time  of  Japanese 
I  occupation.  Do  they  for  example  have  a  nostalgic,  traumatic,  heroical 
or  perhaps  post-heroical  manner?  Regarding  the  social  memory 
again,  two  sides  becomes  evident,  namely  the  official  and  unofficial 
side  of  this  memory.  The  latter  one  is  merely  located  in  the  private 
sphere,  where  various  strongly  selected  reminiscences  of  the  Japanese 
time  from  different  generations  of  witnesses  circulate  in  small  groups 
like  in  families.  Therefore,  the  policy  of  remembrance's  'unofficial' 
character  can  range  from  a  heroical  to  a  nostalgic  manner. 

Those  generations,  who  were  still  adolescent  during  the  time  of 
occupation,  often  talk  about  their  remembrances  in  a  nostalgic  manner. 
The  older  generations,  especially  those  who  were  already  pemuda  and 
who  were  not  forced  to  work,  fight  or  offer  themselves  to  Japanese 
soldiers  often  remember  things  in  a  heroic  manner,  whether  they 
cooperated  with  or  resisted  against  the  Japanese  occupation  forces. 
Even  „[a]ccounts  of  having  gone  hungry  during  the  Japanese  period 
were  enough  to  mark  one's  heroic  participation  in  the  nationalist 
experience."^ 

•  Furthermore,  the  policy  of  remembrance's  official  side  is 
predominately  heroical.  The  perception  of  pahlawan  Supriyadi  and  the 
event  which  is  commonly  known  as  the  PETA-uprising  in  Blitar  in 
1945  against  the  Japanese  army  is  a  good  example  to  clarify  again  tlie 
heroic  character.  Supriyadi  was  the  leading  figure  of  peristiwa  Blitar, 


25  Stoler  and  Strassler,  "Casting  for  the  Colonial" 
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and  foUowing  it  he  disappeared  under  still  uncertain  circumstances 
So  nearly  every  year  since  then  his  image  and  an  account  of  the 
mystery  surrounding  his  death  show  up  in  newspapers.^^ 

Still  Supriyadi  is  regarded  as  one  of  the  heroes  of  the  struggle  for 
independence  and  remembered  at  every  hari  pahlawan.  Nevertheless, 
one  will  not  find  articles  about  hidonesian  victims  of  the  occupation 
with  the  same  regularity  and  frequency  in  the  newspapers,  nor  does 
there  exist  a  special  day  when  their  fate  is  remembered  officially 

Regarding  the  cultural  memory  it  becomes  also  obvious  that 
the  poHcy  of  remembrance  is  mainly  heroical.  In  terms  of  this  issue, 
Indonesian  historiography  was-and  achially  still  is-is  mainly 
concerned  with  events  perceived  as  heroical,  as  WilHam  Bradley 
Horton  pointed  out: 

"As  has  been  the  case  for  several  decades,  one  of  the  most  active  areas  of 
publication  IS  related  to  the  Japanese  trained  defense  force  for  Java,  PETA  and  its 
contribution  to  an  independent  Indonesia."^^ 

Through  textbooks  and  the  already  mentioned  exhibitions  in  historical 
museums,  one  also  gets  the  impression  that  they  are  made  to  emphasize 
the  heroic  struggle  of  independence  and  Indonesian  ^nationbuilding'. 
From  this  perspective  and  apart  from  the  death  toll  caused  by  the 
mihtary  resistance  of  the  PETA,  even  the  uncountable  victims, 
especially  the  ,wmusha'  who  were  murdered  or  died  of  starvation' 
did  not  die  without  a  cause.  Their  brutal  deaths  are  perceived  in  the' 
cultural  memory  as  a  sacrifice  for  a  higher  cause  like  the  struggle  for 
independence  -  which  is  a  typical  sign  of  an  nationalistic-heroical 
point  of  view.  But  to  some  extent,  this  also  generates  a  tendency  of 
victimization  as  Horton  again  examined  in  his  analysis  of  textbooks: 


26  See  for  example  the  following  news  from  Antara  around  the  same  time  of  the 
'jugun  ianfu'-case:  Almarhum  Supriyadi  masih  tetap  pahlawan  nasional  (The  late 
Supriyadi  is  still  a  national  hero,  translated  by  the  author)  (07  October  1992). 

27  William  B.,  Horton,  Sexual  Exploitation  and  Resistance:  Indonesian  Language 
Representations  Since  the  Early  1990s  of  the  Japanese  Occupation  History,  2004, 
online:  http:  //www.  sinica.edu.tw  /~capas/publicafcion/newsletter/N28/28_01_03' 
pdf  (download  from  18.03.2007),  56. 
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"This  makes  the  Japanese  occupation  a  'safe'  subject  for  Indonesians  as  long  as 
they  focus  on  their  own  'victimization'  which  then  places  them  within  the  heroic 
nationalist  script,  even  if  it  was  simply  hunger  from  which  they  suffered.  The 
linking  of  these  two  frames  seems  to  be  accomplished  by  articulation  of  framing 
elements  and  the  other  assorted  historical  detail,  as  illustrated  by  most  of  the 
textbooks  from  this  period,  as  well  as  biographies  and  autobiographies."^ 

His  observation  strikes  a  chord  when  considering  again  the  historical 
exhibitions.  As  already  mentioned  before,  the  omission  of  the  role 
of  native  institutions  and  persons  within  the  recruitment  of  'wanita 
■penghibur'  and  'romusha'  in  the  museum's  illustration  is  also  a  result 
of  this  tendency. 

Although  it  is  still  difficult  to  make  a  statement  regarding  the 
collective  memory,  the  finding  seems  to  be  quite  the  same  as  in  the 
social  and  cultural  memory.  The  lack  of  a  mainly  critical  view  within 
the  latter  one  and  the  certain  manner  especially  of  the  social  memory's 
official  version  leads  to  a  further  consideration: 

After  the  last  eye-witness  is  gone,  remembrances  will  be  transferred 
into  the  long-termed  collective  memory  merely  as  nationalistic-heroic 
myths,  always  connected  to  the  subsequent  events  surrounding  the 
struggle  for  independence.  The  main  responsibility  for  this  style  of 
transfer  can  be  found  in  the  education  system,  as  Horton  again  points 
out: 

"Schools  and  textbooks  are  arguably  the  most  important  sites  for  reproduction 
of  knowledge  about  the  Japanese  occupation,  as  virtually  aU  Indonesians  pass 
through  the  classroom  and  are  currently  subject  to  sixty-eight  hours  of  classroom 
instruction  in  history  during  their  second  year  of  high  school,  the  year  when  the 
Japanese  occupation  is  to  be  taught."^' 

CONCLUSION 

The  task  of  this  essay  was  to  give  a  brief  introduction  into 
Indonesia's  policy  of  remembrance  regarding  the  time  of  Japanese 
occupation.  Roughly  dividing  the  policy  of  remembrance's  main 
agents  -  regardless  of  which  generation— into  several  groups,  one  can 
observe  that  the  majority  of  them  belongs  to  the  group  of  those  who 


28  Ibid.,  72. 

29  Ibid.,  63. 
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perceive  the  Japanese  period  as  one  of  the  darkest  part  in  Indonesian 
history-often  even  much  darker  than  the  time  of  the  Dutch  colony 

Only  a  small  number  of  them-mostly  the  former  victims-has 
ever  questioned  the  doubious  role  played  by  certain  natives,  such  as 
Sukarno  under  the  Japanese  regime.  In  terms  of  their  motivations  one 
can  divide  the  agents  into  those  who  paint  the  remembrances  mlinly 
m  national-heroic  colors  with  a  certain  tendency  to  victimization  and 
a  smaller  group  that  tries  to  deconstruct  this  common  perception  of 
the  events  happened  in  1942-45  by  criticizing  the  indigenious  poHtical 
elite. 

Although  the  aforementioned  examples  can  hardly  reflect  this 
issue  as  a  whole,  the  stiU  fragmented  character  of  the  social,  cultural 
and  coUective  memory  has  become  clear:  Whereas  some  of  them 
clearly  attaches  great  importance  to  certain  remembrances,  can  they 
be  missed  or  perceived  at  the  same  time  as  not  so  important  by  the 
others. 

Furthermore,  one  can  observe  certain  dynamics  within  the 
policy  of  remembrance  as  the  case  of  'jugun  ianfu'  has  shown.  Those 
dynamics  or  changes  within  the  social  and  cultural  memory  mostly 
are  initialized  through  particular  events.  So  far  as  already  examined, 
the  collective  one  is  stable  against  quick  changes.  It  often  turned  out 
to  be  difficult  to  differentiate  the  collective  from  the  cultural  memory 
because  the  latter  seems  to  support  historical  or  political  myths  rather 
than  to  critically  examine  them. 

As  mentioned  above,  the  policy  of  remembrance's  overwhelming 
character  can  therefore  be  seen  as  nationalistic-heroic  with  a  dear 
tendency  toward  victimization.  Only  the  younger  generation  of 
eyewitnesses  as  well  as  the  former  victims  of  Japanese  forced  labor 
and  sexual  slavery  seem  to  have  a  different  perception.In  that  case. 
It  can  range  from  a  nostalgic  to  a  traumatic  policy  of  remembiance- 
mainly  within  the  unofficial  part  of  the  social  memory 

This  paper  doubtless  leaves  more  questions  open  than  it  could 
answer.  One  reason  for  this  circumstance  is  that  the  issue  is  not 
completely  analyzed  yet.  Still,  the  policy  of  remembrance  in  Indonesia 
regarding  to  the  Japanese  occupation  has  to  be  studied  more  deeply 
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:Even  though  not  the  biggest  one,  this  issue  forms  a  task  which  is  still 
open  on  the  to-do-list  of  the  era  reformasi. 
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MICROFINANCE  DEVELOPMENT  IN  INDONESIA: 
CHALLENGE  AND  POLICY  ISSUES 


Agus  Nugroho 


INTRODUCTION 

Over  the  years,  poverty  reduction  remains  a  top  priority  for  the 
Indonesian  economic  development.  In  rural  areas,  it  is  done  in  two 
ways:  agricultural  development  and  poverty  alleviation  programs, 
among  others  such  as^titie  nationwide  family  plarmingV  microcredit 
for  poor  farmers  (Kredit  Usaha  Tani/KUT),  the  presidential  instruction 
for  backward  villages  or  Inpres  Desa  Tertinggal/IDT,  and  most  recently, 
Kredit  Usaha  Rakyat/KUR.  Most  poverty  alleviation  programs  through 
microfinance  have  been  undertaken  through  delivering  subsidized 
credits  to  poor  farmers,  plus  the  development  of  revolving  fund 
provisions  for  credit  cooperatives  and  self-help  groups  of  the  poor. 
Along  with  the  investment  in  agricultural  infrastructure,  such 
as  irrigation  and  rural-urban  transportation,  these  programs  are 
expected  to  increase  agricultural  production  and  income  of  rural 
dwellers.  However,  it  is  imequivocal  that  such  microcredit  programs 
can  improve  agricultural  productions  and  incomes  of  rural  poor. 

It  is  evident  that  the  microfinance  industry  in  Indonesia  comprises 
a  variety  of  institutions  including  commercial  banks,  BRI-units, 


1  This  program  was  set  in  the  early  1970s  aiming  to  control  the  growth  of  population. 
It  successhilly  reduced  the  population  growth  from  2.3%  during  the  1980s  to  1.7 
percent  in  the  1990s.  It  reduced  the  infant  mortality  rate  from  90  to  49  per  1000 
live  births.  Life  expectancy  at  birth  was  increased  from  53  years  in  1980  to  63 
years  for  men  and  67  for  women  in  1997  (World  Bank  2001). 
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BPRs,  BKKs,  BKDS,  cooperatives,  pawnshops,  rotating  saving  and 
credit  associations  (ROSCAs)  and  moneylenders.  Several  researches 
conclude  that  formal  MFIs  such  as  BRI-units,  BPRs,  and  BKKs  have 
successfully  followed  international-best  practices,  leading  to  sound 
banking  operations.  The  commercial-based  practices  of  such  MFIs 
result  in  reasonable  profitability  for  microfinance  intermediaries 
serving  low-income  segments. 

However,  the  major  concern  is  that  focusing  more  on  profitabiHty 
may  limit  outreadi  of  MFIs  to  (very)  poor  people,  particularly  who 
those  live  in  remote  (rural)  areas.  A  BRI  survey  in  2002  revealed 
that  apart  from  the  BRI-units'  success,  many  poor  vUlagers  were 
persistently  excluded  from  financial  services.  A  lack  of  'small-and- 
flexible'  financial  services  at  the  rural  level  constrains  the  access  of 
the  poor  to  MFIs  (ADB  2003).  As  a  result,  they  utilize  a  various  type 
of  informal  MFIs,  such  as  moneylenders  and  ROSCAs.  Being  'grass- 
root  and  self-help'  institutions,  informal  MFIs  have  a  long  history  in 
providing  microfinance  services  to  the  poor  in  Indonesia.  They  are 
capable  of  giving  'flexible'  services  to  the  poor  with  high  repayment 
rates. 

Unfortunately,  the  microfinance  authority  of  Indonesia  lack 
understanding  about  the  functioning  of  informal  and  semi-formal 
MFIs  in  serving  poor  people.  The  microfinance  regime  in  Indonesia 
substantially   focus    on   strengthening   commercial   practices  of 
microbanks  (e.g.,  BPRs  or  people's  credit  banks).  For  instance,  the 
central  bank  policy  of  transforming  the  local-govermnent  credit 
banks  into  BPRs  reflects  that  the  microfinance  regime  concerns  more 
on  the  institutional  development  of  MFIs,  rather  than  enhancing  the 
capability  of  formal  MFIs  to  serve  poor  clients.  Being  tiansformed 
into  BPRs,  tiiey  should  comply  with  the  standard  soimd  banking 
practices,  including  CAMEL  rating,  standardized  accounting  report, 
and  many  other  regulations  applied  to  commercial  banks.  Sucli  rigid 
requirements  potentially  undermine  the  outreach  capacity  of  many 
local-government  credit  banks  to  serve  rural  poor  (Martowijoyo 
2007). 
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The  objective  of  this  paper  is  to  examine  challenges  and  policy 
issues  associated  with  the  microfinance  development  in  Indonesia. 
It  investigates  the  contributing  role  of  microfinance  in  shaping  the 
financial  system  of  Indonesia.  This  is  followed  by  a  section  examining 
the  institutional  characteristics  of  the  microfinance  industry  in 
Indonesia.  The  paper  also  discusses  the  impact  of  microfinance  policy 
bias  towards  the  commercial  practices  of  microbank.  The  challenge  of 
achieving  the  contradictory  objectives  of  microfinance  is  discussed, 
followed  by  a  section  discussing  the  internal  and  external  factors 
of  achieving  microfinance  objectives.  The  conclusion  and  policy 
implications  of  this  paper  are  presented  in  the  last  part. 

CONTRIBUTION  OF  THE  MICROFINANCE  INDUSTRY  TO  THE 
INDONESIAN  ECONOMY 

Recent  progress  indicates  that  the  Indonesian  economy  has  slowly 
recovered  from  its  massive  downswing  due  to  the  1997/98  financial 
crisis.  By  2007  the  GDP  growth  of  Indonesia  stood  at  6.3%.  From  the 
optimistic  views,  the  Indonesian  government  expects  the  economy 
to  grow  at  6.5%  in  2008.  The  2007  growth  were  mainly  driven  by 
domestic  demand  through  accelerations  in  private  and  government 
consumptions.  The  expansion  in  foreign  direct  investments  (FDIs) 
and  exports  also  contributed  to  the  growth  of  the  economy.  From 
2006  to  2007  FDIs  nearly  double  to  US$7.3  billion,  while  exports  of 
merchandise,  manufacture  and  mineral  rose  by  about  14.5%,  18.9% 
and  35.4%,  respectively  (ADB  2007).  However,  many  commentators 
believe  that  the  prospect  of  foreign  trades  and  investment  remain 
uncertain  regarding  the  weakness  in  infrastructure  (e.g.  electricity 
and  transportation),  complex  custom  and  investment  procedures.  As 
a  result,  foreign  investors  tend  to  engage  in  short-term  investments 
in  stock  markets,  rather  than  long-term  projects  in  areas,  such  as 
majnufactiiring  productions,  mining  exploration,  and  infrastructure 
developments.  A  rapid  expansion  in  the  Jakarta  stock  exchange  in 
recent  years  shows  a  change  in  investors'  portfolio  toward  short-term 
investments  (Hill  2006).  As  an  increase  in  stock  prices  may  not  reflect 
the  corporate  profitability,  the  dynamic  expansion  of  the  Jakarta 
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Stock  market  potentially  creates  a  bubble  economy,  through  which 
the  repetition  of  financial  crisis  in  Indonesia  can  be  transmitted  from 
stock  market  crashes. 

On  average,  the  GDP  per  capita  of  Indonesia  grew  around  3  3% 
during  the  period  of  1999  to  2007.  Hence,  it  remains  uncertain  whether 
the  domestic  demand  can  be  maintained  to  accelerate  the  long  and 
medium-term  growth  of  the  Indonesian  economy  While  micro-scale 
enterprises  (MSEs)  employed  91%  of  total  labor  supply  in  2006,  their 
contribution  to  the  economic  growth  accounted  for  2.15%,  compared 
to  3.3%  of  medium  and  large  scale  enterprises  (MLEs)'.  Similarlv 
mvestment  in  MSEs  was  also  far  bellow  MLEs,  accounting  for  21% 
of  total  investments  in  2006.  Considering  a  stagnant  development  of 
MSEs,  MLEs  enjoy  a  large  proportion  of  the  recent  progress  of  the 
Indonesian  economy.  Consequently,  there  is  a  tendency  of  widening 
mcome  disparity  between  lower  and  upper  classes  in  the  society, 
as  the  former  relies  income  on  the  production  of  MSEs.  Moreover 
the  Indonesian  government  also  faces  significant  budget  constraints' 
to  mamtain  high  domestic  demands,  due  to  a  massive  escalation  of 
public  debt.  The  policy  of  maintaining  budget  deficit  of  less  than 
2  percent  of  GDP  inhibits  the  capacity  of  the  government  to  utilize 
fiscal  stimulus  strategies  (Hill  2006).  Instead,  the  government  prefers 
to  reduce  various  subsidies,  such  as  electricity  and  fuel-price  subsidies 
depressing  further  the  already  low  income  of  poor  people.  As  a  result, 
poverty-related  issues  continue  to  be  the  main  problem  in  the  medium 
and  long-run  development  of  the  Indonesian  economy 

Theoretically,  greater  domestic  demands  can  be  maintained 
through  external  financing  from  the  financial  system.  However,  the 
slow  recovery  of  the  Indonesian  banking  system  from  its  massive 
collapse  in  1997/98  constrains  the  capacity  of  banks  to  finance  the 
economy  For  instance,  the  loan-to-deposit  ratio  of  the  banking 
system  accounted  for  45  percent  in  2002.  It  then  increased  to  58.2% 
in  2006  (BI  2006).  This  figure  was,  however,  far  bellow  tlie  loan-to- 
deposit  ratio  of  banks  in  the  period  prior  to  the  crisis,  accounting  for 
more  than  100  percent.  Tlie  recent  progress  indicates  that  the  excess 
liquidity  of  the  banking  system  has  been  placed  in  tlie  government 
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bond,  rather  than  as  loans  to  finance  business  investments.  This 
indicates  the  dysfunctioning  of  the  banking  system  in  financing  the 
economy.  Although  there  has  been  a  gradual  increase  in  bank  loans, 
the  baaking  sector  remains  far  from  providing  sufficient  loans  to 
small-scale  businesses,  as  well  as  MFIs  (Robinson  2002;  Charitonenko 
and  Afwan  2003). 

Over  the  years,  the  development  of  MSEs^  has  long  been  the 
priority  of  the  industrial  policy  of  Indonesia.  It  features  explicitly  in 
the  government's  key  development  strategies,  such  as  the  five-year 
development  plans  (Repelita)  (Hill  2001).  In  1993  the  government 
established  a  state  ministry  of  cooperative  and  MSEs,  aiming  to 
promote  the  development  of  small-scale  enterprises  in  Indonesia. 
Several  studies  argue  that  apart  from  the  rapid  growth  of  large- 
scale  enterprises  since  the  1990s,  the  performance  of  the  Indonesian 
economy  relies  on  the  progression  of  MSEs  (e.g..  Rice  2003,  Berry  et 
al.  2001,  Hill  2001).  In  the  ongoing  crisis  of  1997/98  MSEs  were  also 
said  to  be  capable  of  providing  alternative  incomes  for  a  large  number 
of  imemployed  through  engaging  in  self-employment  (Charitonenko 
and  Afwan  2003). 

Table  1  present  the  role  played  by  MSEs  in  constructing  the 
Indonesian  economy.  It  clearly  shows  that  mediimi  and  large-scale 
enterprises  constitute  (MLEs)  only  0.2  %  of  total  establishments,  but 
they  can  gain  78%  to  80%  of  total  investment.  In  contrast,  investments 
in  MSEs  accoimt  for  around  21  percent,  while  they  contribute  to  around 
91%  of  employment.  This  figure  is  far  above  the  labor  employment  in 
medium  and  large-scale  enterprises,  accoimting  for  only  9%.  Regarding 
the  small  value  of  exports  generated  by  MSEs  (4.5%  of  total  exports), 
the  output  of  MSEs  is  mostly  produced  to  service  domestic  markets. 
This  implies  that  the  growth  of  MSEs  depends  on  the  Indonesian 
economy  to  maintain  sufficient  domestic  demand,  such  as  through  an 
increase  in  the  GDP  per  capita  (especially  consumptions). 


2    The  Indonesian  Central  Bureau  of  Statistics  (BPS)  refers  to  micro-scale  enterprises 
as  establishments  that  employ  less  than  19  workers  (BPS  1996). 
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Table  1  The  Contribution  of  Micro  and  Small-scale  Enterprise  to  the 
Indonesian  Economy^  2000  -  2006 

2000 


Indicator 

Number  of 
Establishment: 

-  Micro  and  Small 

-  Medium  and  Large 


Employment! 

-  Micro  and  Small 
•  Medium  and  Large 
Investmentr 
(Rp  million) 

-  Micro  and  Small 
■  Medixmi  and  Large 
Export  Valiip- 
(Rp  million) 

-  Micro  and  Small 

-  Medium  and  Large 


ValueAJnit  (%) 

39,705,204  (99.8) 
84,507  (0.2) 


51,490,736  (2L5) 

188,390,563  (78.5) 

21,136,510  (4.3) 

465,415,895  (95.7) 


2003 


Value/Unit  (%) 

43,372,885  (99.8) 
 93,871  (0.2) 


60,038,938  (19.4) 

249,392,101  (80.6) 

19,941,068  (4.9) 

382,534,146  (95.1) 


2006 


ValueAJnit  (%) 
48,822,925  (99.8) 


113,915 


mL 


80,933,384  (91.1) 

7,871,571  8.9) 

85,625,085  (21.2) 

318,981,540  (78.8) 

30,303,653  (4.7) 

607,397,270  (95.3) 


Source:  Ministry  of  Cooperatives  and  SMEs  (2006). 

The  development  of  MSEs  in  Indonesia  is  constrained  by  the 
following  factors.  The  first  factor  is  associated  with  the  dispersed 
location  of  SME  operation.  In  such  a  circumstance,  the  locaHzation  of 
SMEs  through  industrial  clustering  policies  imposes  high  costs  to  the 
government,  particularly  in  rural  and  semi-urban  areas.  Combined 
with  insufficient  transportation  and  communication  infrastructures, 
MSEs  in  rural  and  semi-urban  areas  face  significant  constraint  to 
expand  marketing  networks,  and  engaging  in  subcontracting  with 
large-scale  manufacturers  (Tliee  1994).  The  second  factor  is  related 
to  the  low  quality  of  human  capital  and  entrepreneurship  of  MSEs. 
A  large  number  of  MSEs  are  owned  and  run  by  people  with  low 
education  and  skills,  and  their  capacity  to  adopt  advanced  production 
techniques  is  low  (Moregawe  et  al.  1995).  - 

The  third  factor  is  lack  of  entrepreneurship,  due  to  subsistence 
production  characteristics  of  MSEs.  For  instance,  MSEs  are  unwilling  to 
take  the  risk  of  significantly  expanding  production.  This  is  tlie  case  as 
the  utility  objective  of  MSE  production  is  often  to  maintain  household 
consumption,  rather  than  continual  expansion  of  production  scale. 
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A  famous  study  of  the  Javanese  society  by  Geertz  (1963)  probably 
remains  relevant  to  indicate  the  business  characteristics  of  MSEs  in 
Indonesia.  It  is  said  that  the  production  characteristics  in  the  rural 
community  of  Java  constitute  an  'involution'.  This  term  refers  to  a 
social  evolution  that  leads  to  a  stagnant  level  of  subsistence  output, 
and  not  a  technologically  dynamic  progression,  in  response  to  a 
greater  population  pressure  (Booth  1990).  According  to  Geertz  (1963), 
the  cause  of  such  subsistence  production  relies  heavily  on  a  lack  of 
self-driven  motive  to  exploit  market  opportunities. 

The  fourth  factor  constraining  the  development  of  MSEs  is  the 
lack  of  access  to  financial  capital,  particularly  from  commercial 
banks.  This  is  a  classic  argument  to  rationalize  the  important  role  of 
microfinance  in  financing  MSEs  (Meyer  and  Nagarajan  1999;  Zeller 
et.  al.  1997;  Robinson  2002;  and  many  others).  Commercial  banks  are 
imwilling  to  lend  to  MSEs  for  three  reasons.  The  first  is  associated 
with  the  demand  of  MSEs  for  small-scale  loans.  Since  loan  sizes  are 
small,  the  average  cost  of  processing  and  managing  such  loans  are 
high,  compared  to  large  leans.  As  a  result,  conmiercial  banks  prefer 
to  serve  large-scale  enterprises  demanding  greater  loans  (Zeller  and 
Johannsen  2006;  Levy  1993).  The  second  factor  is  the  failure  of  MSEs  to 
provide  loan  collateral.  Combined  with  improper  accounting  reports, 
the  absence  of  collateral  leads  commercial  banks  to  face  information 
and  enforcement  problems  in  lending  to  MSEs  (Baydas  et.  al.  1997). 
Information  problems  arise  as  banks  find  it  difficult  to  gather 
information  about  the  creditworthiness  of  MSEs.  In  the  case  of  loan 
default,  banks  cannot  enforce  repayment  in  the  absence  of  collateral. 
As  Hill  (2006)  points  out,  the  weakness  in  legal  entitlement  of  land  in 
Indonesia  has  adversely  affected  the  willingness  of  commercial  banks 
to  serve  MSEs. 

The  remarkable  progress  of  the  Indonesian  financial  system  began 
with  the  introduction  of  banking  deregulation  in  1983.  The  so-called 
PAKJUN-1983  (June  Packet  1983)  banking  reform  was  set  to  develop  a 
more  competitive  financial  market  through  relaxing  credit-ceiling  policy. 
Allowing  commercial  banks  to  set  their  own  interest  rates  on  banking 
products  enhanced  financial  mobilization  of  the  banking  sector.  Then, 
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the  PAKTO  (Paket  Oktober/Octoher  Package)  was  introduced  in  1988 
celebrating  banking  sector  liberalization  in  Indonesia.  One  of  its  most 
important  aspects  was  to  strengthen  further  the  role  of  commercial 
banks  m  financing  the  economy.  For  instance,  the  requirements  for 
openmg  new  domestic  private  banks  were  substantially  simplified 
with  more  flexibility  to  operate  anywhere  in  Indonesia.  Foreim 
capital  inflows  were  invited  through  reducing  restrictions  on  foreign 
bank  operations.  In  order  to  accelerate  lending  mobiHzation  of  banks 
ti^e  reserve  requirement  poHcy  was  substantially  reduced  ft-om  11% 
to  2%  of  total  bank  deposits  (Cole  and  Slade  1996).  This  poHcy  had  a 
massive  impact  on  banking  sector  developments  in  the  1990s  Prior 
to  the  crisis  of  1997/98,  199  banks  with  4,752  modern  bank  offices 
began  to  decorate  the  landscape  of  major  cities  in  Indonesia,  such  as 
Jakarta,  Surabaya,  Medan,  and  Bandung.  The  substantial  increase  in 
bank  loans  generated  the  endogenous  credit  boom  of  the  1990s  (Cole 
and  Slade  1998). 

However,  the  rapid  growth  of  bank  loans  in  the  early  1990s  raised 
a  concern  of  the  quality  of  financial  businesses.  This  was  the  case  as 
most  new  banks  were  owned  by  conglomerates,  aiming  to  finance 
their  affiliate  businesses.  In  1991  the  centi:al  bank.  Bank  Indonesia  (BI), 
required  all  banks  to  follow  the  prudent  standard  of  the  Basel  Accord,' 
including  loan-loss  provision,  capital  adequacy  requirement  and  legal 
lending  Hmit  of  banks.  However,  such  prudent  banking  regulation  was 
highly  hkely  violated  as  the  banking  authority  did  not  have  sufficient 
skills  to  monitor  the  rapid  growing  business  of  banks  (Nasution  1999). 
It,  then,  became  evident  that  endogenous  credit  demands  resulted  in 
excessive  loans  of  banks  being  used  to  finance  tiieir  business  group/ 
affiliates.  The  result  of  such  moral  hazard  problem  was  the  bubble 
economy  of  Indonesia,  as  large  amount  of  bank  loans  were  clianiieled  to 
speculative  investinents  in  real-estate  and  property  businesses,  rather 
than  financing  manufachiring  production.  O'Hara  (2006)  recognizes 
this  problem  as  one  of  inherent  contradictions  between  finance  and 
industry  in  the  capitalist  system.  As  he  emphasizes,  '[when]  finance 
has  come  to  dominate  industry  [it]  leads  to  speculative  bubbles,  deep 
recession,  and  corporate  accounting  fraud'  (Ibid,.45).  In  the  case  of 
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Indonesia  the  ultimate  consequence  of  such  industry-finance  conflict 
was  that  the  financial  system  of  hidonesia  was  highly  prone  to  the 
contagious  financial  crisis  of  1997/98. 

While  corporate  bank  loans  experienced  a  massive  default 
following  the  crisis  of  1997/98^  small-scale  loans  of  MFIs  (e.g.,  BRI- 
units,  BPRs  and  BKKs)  continue  to  operate  successfully.  Pattern  et. 
al.  (2001)  refers  to  the  performance  of  the  BRI-xmits  in  coping  with 
the  1997  crisis  as  "Microfinance  Success  Amidst  Macroeconomic 
Failure".  In  contrast  to  conrniercial  banks,  the  BRI-units  recorded 
remarkable  profits,  and  they  were  capable  of  covering  the  losses  of 
their  corporate  loans  (Robinson  2002).  Rural  credit  institutions,  such 
as  BKKs  and  BKDs  were  also  operationally  capable  of  coping  with 
the  crisis.  On  average,  BKDs  loan  portfolio  increased  slightly  from  Rp 
778.59  billion  to  Rp  807.6  billion  in  1998.  The  loan  default  of  BKDs  can 
be  maintained  at  around  15%  to  20%  of  the  total  loans.  In  contrast,  the 
loan  default  of  large  banks  accounted  for  70  percent  of  outstanding 
loans  in  1998  (Robinson  2002).  Steinwand  (2001)  shows  that  many 
private  microbanks  (BPRs)  and  local  government-owned  credit  banks 
(e.g.,  BKKs  in  Centiral  Java,  BKDs  in  Bali,  and  LDKP  in  the  East  Java 
province)  remained  relatively  profitable  during  the  1997/98  crisis. 
Timberg  (2000)  put  forwards  the  notion  that  microbanks  in  Indonesia 
were  generally  in  better  shape  than  commercial  banks  in  coping  with 
the  crisis.  Overall,  the  performance  of  MFIs  remained  financially 
stable,  and  was  capable  of  providing  financial  services  to  SMEs  during 
the  ongoing  crisis  of  1997/98. 

Apart  from  the  credit  boom  in  the  1990s,  commercial  banks  were 
reluctant  to  directiy  finance  MSEs  or  indirectly  through  MFIs.  Most 
bank  credits  were  channeled  through  corporate  loans  to  large-scale 
enterprises.  Data  on  small-scale  loans  of  commercial  banks  accoimted 
for  11%  of  total  bank  loans  in  1998.  In  1995  the  lending  volume  of 


3  Several  commentators  argue  that  the  collapse  of  the  banJking  sector  in  Indonesia 
is  due  to  the  mounting  default  of  bank  loans.  Robinson  (2002)  shows  that  non- 
performing  loans  jumped  from  Rp  9.5  trillion  (US$4  billion)  in  1996  to  more  than 
Rp  300  trillion  (US$37  bilUon)  in  1998,  accounting  for  around  70  %  of  total  bank 
loans. 
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MFIs  amounted  to  only  2.2%  of  commercial  bank  loans  (Seibel  and 
Parhusip  1997),  and  it  then  increased  to  6.7%  in  2005  (BI  2006).  Figure 
1%  the  percentage  of  loans  by  types  of  MFI  and  commercial  banks.  It 
shows  that  commercial  banks  contributed  to  67%  of  total  outstanding 
small-scale  loans  in  2005.  Among  microfinance  loans,  cooperatives 
provided  12%  of  total  outstanding  loans,  followed  by  the  BRI-units 
and  public  and  private  microbanks,  accoimting  for  11%  and  7%, 
respectively.  Learning  from  the  collapse  of  corporate  loans,  however, 
some  commercial  banks  have  begun  to  serve  small-scale  loans  to  SMEs. 
Large-scale  banks,  such  BNI,  Danamon,  BCA,  Mandiri,  Bukopin  and 
the  like  have  served  MSEs  through  setting  up  a  division  for  small- 
scale  business  services. 

Considering  a  significant  increase  in  small-scale  loans  of 
commercial  bariks,  it  is  said  that  they  are  capable  of  serving  48 
percent  of  total  MSB  borrowers  in  2005  (Martowijoyo  2007).  However, 
this  figure  does  not  clearly  show  a  greater  capability  of  commercial 
banks  to  serve  MSEs,  as  the  central  bank  defines  microcredit  broadly 
to  include  loans  up  to  Rp  50  million,  or  equivalent  to  US$5,450.  The 
average  size  of  small-scale  loans  of  commercial  banks  accoimted  for 
Rp  10  million  or  US$983.50  (Martowijoyo  2007).  Compared  to  the 
average  loan  size  of  MFIs,  the  small-scale  loan  of  coromercial  banks  is 
far  above  the  average  loans  of  BRI-units,  BKKs,  and  BKDs,  accounting 

Figure  1  Percentage  of  Loans  by  Type  of  MFIs  in  Indonesia,  2006 

Cooperative 


Sources:  Bank  Indonesia  (2007),  BRI  (2006),  Ministry  of  Cooperatives  and  SMEs 
(2006) 
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for  US$494,  US$130  and  US$38,  respectively.  Hence,  it  is  difficult  to 
conclude  that  an  increase  in  small-scale  loans  of  commercial  banks 
leads  to  a  greater  capability  of  serving  MSEs  demanding  for  micro- 
scale  loans  in  the  range  of  Rp  1  million  to  Rp  5  million,  equivalent  to 
US$108.6  to  US$494. 

MICROFINANCE  POLICY  BIAS  TOWARDS  COMMERCIAL 
PRACTICES  OF  MICROBANKS 

There  are  two  opposing  approaches  concerning  the  suitable 
way  to  serve  poor  people  and  MSEs.  The  first  is  the  commercialization 
approach  through  which  MFIs  should  achieve  profitability  so  as  to 
sustain  their  financial  operations.  The  central  focus  of  this  approach 
is  to  attain  healthy  MFIs  in  the  sense  of  having  profitable  operation. 
The  logic  is  that  failure  to  gain  sufficient  profits  can  deteriorate 
capital  bases,  lading  to  the  bankruptcy  of  MFIs.  The  future  of  the 
microfinance  industry,  then,  comprises  few  large-scale  formal  MFIs 
with  profit-driven  operations  (Charitonenko  et.  al.  2004;  Christen 
2001).  According  to  this  approach,  the  most  favorable  model  of 
microfinance  development  in  Indonesia  is  to  follow  the  success  of  the 
BRI-imit  system  (Robinson  2002).  Ir.  contrast,  the  second  approach 
is  the  welfarist  in  which  the  focus  of  microfinance  explicitly  aims  to 
reduce  poverty.  Hence,  the  targeted  clients  of  MFIs  are  the  (very)  poor 
people,  and  that  microfinance  services  are  deli  veered  to  help  them  out 
of  poverty.  According  to  this  approach,  the  successhil  indicator  of 
MFIs  is  to  follow  the  Grameen  Bank  model  in  Bangladesh,  and  the 
village  bank  model  of  the  Foundation  for  International  Community 
Assistance  (FINCA)  (Woller  et.  al.  1999). 

Microfinance  development  in  Indonesia  is  more  likely  to  follow 
the  commercialization  approach,  rather  than  the  welfarist  approach. 
The  development  of  local-credit  institutions,  such  as  BKKs  in  Central 
Java,  LDKPs  in  East  Java,  LDPs  in  Bali,  was  intended  to  pursue  the 
successful  commercialization  of  the  BRI-unit  system.  The  recent 
microbank  policy  of  the  central  bank  mainly  aims  to  strengthen  the 
sound  financial  practices  of  microbanks  including  CAMEL  (Capital 
Adequacy  Ratio,  Asset  quality.  Management,  Earnings  and  Liquidity 
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(Martowijoyo   2007).   However,   adherence   to   CAMEL  neater 
minimum  capital,  loan-loss  provision  has  shifted  the  markei  segment 
of  — -;<~d  higher  income  groups.  According  to  the  survey 
of  BPRs  and  BKKs  m  Surakarta  and  its  surrounding  areas,  the  new 
microbank  policy  reduces  the  capability  to  expand  new  borrowers  as 
the  microbank  staffs  spends  more  times  and  efforts  to  prepare  weeklv 
ar.d  n^onthly  reports  to  the  financial  authority.  More  importantly 
Mortowijoyo  (2007)  emphasizes  that  the  new  CAMEL  rating  of 
microbanks  has  excluded  criteria  for  measuring  the  outreach  to  serve 
poor  people,  such  as  the  number  of  viUage  posts,  new  borrowers 
served  and  loan  disbursements.  Considering  high  costs  of  managing 
smaU  loans,  many  microbanks  become  reluctant  to  serve  poor  people 
The  recent  progression  of  credit  cooperatives  and  BMTs  across  rural 
and  semi-urban  areas  of  Indonesia  is  a  result  of  a  decline  in  the  supply 
of  microbank  loans  to  poor  people  and  micro-scale  enterprises. 

However,  there  are  also  microfinance  programs  that  seek 
to  follow  the  welfarist  approach.  They  include  the  government 
microcredit  programs,  and  local  NGOs  that  gain  financial  supports 
from  mternational  donors  and  the  government  to  alleviate  poverty 
through  microfinance.  The  major  government-credit  programs  include 
the  introduction  of  the  Rural  Income  Generation  Project  (Proyek 
Peningkatan  Pendapatan  Petani  dan  Nelayan  Kecil),  and  the  National 
Family  Planning  Coordination  Board  set  up  to  promote  the  national 
family  welfare  income  generation  (Usaha  Peningkatan  Pendapatan 
Keluaraga  Sejahtera  (UPPKS).  In  2002,  the  government  aUocated  around 
US$155.5  million  to  finance  these  projects  (Charitonenko  and  Afwan 
2003).  Since  the  late  1990s,  many  NGOs  have  also  actively  replicating 
the  Grammen  Bank  model  in  Indonesia.  Among  others  are  Yayasan 
Mitra  Karya  established  in  1993,  Yayasan  Mitra  Usaha  (YMU)  in  1998, 
Yayasan  Dharma  Bhakti  Parasahahat  (YDBP)  in  1999,  and  the  Ganesha 
Foundation  in  2003. 

However,  many  believe  that  the  government-credit  programs  of 
Indonesia  are  very  likely  to  experience  the  same  failure  of  tlie  programs 
in  the  1970s  (e.g.,  Bimas  program).  There  is  evident  that  cheap  loans 
discourage  repayments,  as  the  targeted  recipients  often  regard  such 


MICROFINANCE  DEVELOPMENT  IN  INDONESIA 


235 


loans  as  a  grant  (Adams  and  Vogel  1986).  Many  credit  programs  face 
the  misplaced  targeting,  due  to  a  lack  of  knowledge  about  microfinance 
and  poverty  issues.  Poor  people  are  often  excluded  from  microcredit 
programs  because  they  are  deemed  to  have  no  creditworthiness  (Datta 
2004).  Qiaritonenko  and  Afwan  (2003)  warn  that  the  government 
credit-subsidized  programs  undermine  microfinance  development  in 
Indonesia  through  crowding-out  effects  of  cheap  credit.  According  to 
Todd  (1999),  such  cheap  credits  diminish  the  credit  discipline  of  MFIs 
delivering  non-subsidized  credits,  making  their  expansion  to  new 
clients  quite  difficult. 

Moreover,  Parhusip  and  Seibel  (2000)  argue  that  the  replication  of 
the  Grameen  Bank  model  in  Indonesia  remains  far  from  satisfactory 
in  terms  of  financial  sufficiency,  and  being  incapable  of  serving  a 
significant  number  of  poor  people.  For  instance,  many  Grameen 
Bank  replications  only  have  the  degree  of  financial  self-sufficiency 
accoimting  for  39  percent,  and  hence  they  should  take  a  long  time  to 
grow  into  sustainable  MFIs  such  as  microbank.  Robinson  (2002)  argues 
that  the  replications  of  the  Grameen  Bank  in  Indonesia  are  tmlikely 
to  become  sustainable  MFIs  for  two  reasons.  Firstly,  many  Grameen 
Bank  replications  have  not  adapted  their  products  to  the  Indonesian 
context.  For  instance,  the  rigid  target  of  poor  clients  disadvantages 
the  Grameen  Bank  replications,  as  the  failure  of  poor  members  to 
repay  the  loans  wiU  reduce  their  financial  performance.  This  is  in 
contrast  to  the  commercial  lending  practices  of  BPRs,  BKKs  and  BRI- 
units,  in  which  a  combination  of  poor  and  non-poor  clients  allows 
cross-subsidizing  services  from  non-poor  to  poor  clients.  Secondly, 
heavily  reliance  on  subsidies  and  the  rigid  targeting  of  poor  clients 
discourage  the  Grameen  Bank  replications  to  mobilize  voluntary 
deposits.  As  a  result,  a  small  deposit  base  of  many  Grameen  Bank 
replications  constrains  their  lending  capacity. 

INSTITUTIONAL  CHARACTERISTICS  OF  THE  MICROFINANCE 
INDUSTRY 

The  heterogeneous  characteristics  of  clients  and  institutions 
matter  in  microfinance  in  relation  to  informational  and  enforcement 
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problems  of  lending  to  poor  people.  There  is  evidence  that  the 
poor  have  a  diverse  capacity  of  accessing  to  financial  services  due 
to  the  differences  in  income,  assets,  skiUs,  education  levels  and 
the  like.  Heterogeneous  clients  penetrate  informational  problems 
because  appraising  the  creditworthiness  of  the  poor  is  difficult  due 
to  geographical  remoteness,  mini-scale  business  and  inappropriate 
accounting  reports  (Zeller  2003,  2001).  Lending  to  the  poor  generates 
enforcement  problems  as  lenders  cannot  enforce  repayments  due  to  a 
lack  of  collateral  (Hoff  et.  al.  1993).  Because  of  their  specific  operational 
characteristics,  MFIs  do  not  have  an  equal  capacity  of  overcoming 
such  problems. 

Microbanks  are  less  flexible  in  serving  the  poor  compared 
to  informal  and  semi-formal  MFIs  such  as  moneylenders  and 
cooperatives.  Being  a  formal  entity  microbanks  should  conform  to 
the  rules  set  by  shareholders  and  regulators  (Meyer  and  Nagarajan 
1999).  Having  formal  banking  procedures,  microbanks  also  tend  to  be 
socially  far  from  the  networks  of  the  poor.  In  contrast,  moneylenders 
and  cooperatives  are  operationally  close  to  the  social  networks  of 
the  poor.  Being  a  grassroot  institution,  these  MFIs  can  link  financial 
services  with  the  social  networks  of  the  poor.  As  such,  they  can  gather 
information  about  the  creditworthiness  of  poor  borrowers,  and  more 
capable  of  exploiting  social  sanctions  to  enforce  repayments.  In  this 
regard,  informal  and  semi-formal  MFIs  are  said  to  have  a  greater 
competitive  advantage  in  lending  to  poor  people  than  formal  MFIs 
(Zeller  2003,  Meyer  and  Nagarajan  1999;  Hoff  and  Stiglitz  1993). 

It  is  evident  that  the  microfinance  industry  of  Indonesia 
encompasses  a  variety  of  formal,  semi-formal  and  informal  MFIs. 
However,  dynamic  competition  among  MFIs  does  not  result  in  a 
single  equilibrium  of  market  interest  rate.  Instead,  various  MFIs  co- 
exist with' different  interest  charges  on  financial  services,  leading 
to  market  segmentations  in  microfinance.  In  many  cases  interest 
charged  by  moneylenders  is  higher  than  cooperatives,  while  it  can 
be  twice  that  of  microbanks.  Such  interest  rate  disparity  occurs  for 
two  reasons.  First,  following  the  asymmetric  information  school, 
microbanks  set  low  interest  rates  because  they  seek  to  avoid  adverse 
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selection  problems  in  microfinance  markets  (Hoff  and  Stiglitz  1993; 
Stiglitz  1990).  The  reason  is  that  at  higher  rates  of  loan  interest  only 
"risky"  borrowers  have  incentives  to  borrow,  while  creditworthy 
borrowers  are  crowded  out  from  the  markets.  Setting  low  rates  of 
loan  interest  is  the  way  microbanks  attempt  to  screen  'good'  among 
'bad'  borrowers. 

Nevertheless,  when  interest  rates  are  set  well  bellow  "market 
equilibrium",  the  supply-demand  gap  can  lead  to  a  presence  of 
credit  rationing.  As  a  result,  poor  people  are  often  excluded  from 
access  to  microbank  loans  as  they  are  seen  to  be  risky  borrowers  due 
to  lack  of  collateral.  The  excess  demand  in  the  markets,  then,  paves 
the  way  for  informal  MFIs,  such  as  moneylenders  and  ROSCAs  to 
provide  small-scale  loans  to  the  poor.  However,  they  tend  to  charge 
high  loan  interest  rates  to  poor  borrowers  due  to  high  operational 
costs  of  managing  small  loans.  Among  others,  these  costs  include 
transportation  expenditures  to  maintain  close  relationships  with 
poor  clients  such  as  frequent  visits  to  the  home  and  workplace  of 
the  poor.  Although  loan  interest  charged  by  informal  MFIs  is  high, 
it  does  not  result  in  the  borrowing  constraint  of  the  poor.  Unlike 
microbanks,  lending  provisions  of  iiiformal  ans  semi-formal  MFIs 
such  as  moneylenders  and  cooeratives  are  delivered  to  the  poor  on 
the  basis  of  social  collaterals  rather  than  physical  collaterals. 

Second,  market  segmentations  in  microfinance  are  associated  with 
a  diverse  capability  of  MFIs  to  cope  with  informational  and  enforcement 
problems  in  lending  to  poor  people.  Informational  problems  arise  as 
poor  people  have  various  motives  in  utilizing  financial  services.  These 
motives  include  financing  production,  household  expenditures,  child 
education,  medication,  social  and  religious  ceremonies,  wedding 
and  funeral.  Such  heterogeneous  motives,  then,  lead  to  high  risks  of 
lending  to  poor  people  as  microbanks  often  fail  to  control  the  usage  of 
loans.  Similar  to  money,  the  use  of  loans  is  fungible  or  interchangeable 
(Adam  and  Vogel  1986).  Having  an  inseparable  economic  activity, 
poor  borrowers  can  utilize  loans  for  production  and/or  consumption 
purposes. 
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Because  of  such  fungibility,  lending  to  the  poor  creates  high 
transaction  costs  of  screening  and  monitoring  the  usage  of  loans.  Such 
costs  can  be  significantly  high  when  lending  involves  a  large  number 
of  small  clients  in  dispersed  locations.  As  a  result,  microbanks  prefer 
to  serve  the  segmented  market  of  non-poor  people  as  they  are  seen  to 
be  more  bankable  in  the  sense  of  having  sufficient  collaterals  and  being 
more  capable  of  providing  appropriate  accounting  reports  than  the 
poor.  On  the  other  hand,  cooperatives  and  moneylenders  can  reduce 
transaction  costs  of  serving  poor  clients  through  informal  lendine 
practices.  These  informal  MFIs  can  thus  build  close  relationships  with 
clients,  so  as  to  gather  information  about  the  creditworthiness  of  poor 
borrowers,  and  minimizing  the  risk  of  loan  default.  Poor  borrowers 
are  also  encouraged  to  repay,  as  they  consider  the  norms  of  friendship 
such  as  trust,  honesty  and  reciprocity. 

TRADE-OFF  AND  SYNERGY  BETWEEN  MICROFINANCE 
OBJECTIVES 

To  be  capable  of  reducing  poverty,  MFIs  should  accomplish 
the  tirinitarian  objectives  of  maintaining  operational  sustainability 
outreach  and  the  welfare  impact  of  microfinance  on  poor  people 
(Zeller  and  Meyer  2000).  Tlie  sustainability  objective  means  that 
microfinance  practices  should  result  in  sufficient  profits,  so  as 
to  cover  operational  costs  of  serving  poor  clients.  Apart  firom 
maintaining  profitability  MFIs  should  deepen  their  financial  services 
to  a  number  of  poor  people;  the  outreach  objective  of  microfinance. 
Then,  the  ultimate  objective  of  microfinance  is  the  extent  that  access 
to  microfinance  services  can  improve  the  welfare  of  the  poor.  Figure 
2  describes  internal  and  external  factors  affecting  to  the  achievement 
of  microfinance  objectives.  The  tiiree  hexagon  shapes  in  the  figure 
indicate  the  interrelated  objectives  of  microfinance  operation. 

It  is  worth  noting,  however,  tiiat  tiiere  are  potential  synergies  and 
contradictions  between  the  tiiree  objectives  of  microfinance.  A  trade-off 
exists,  for  instance,  between  the  sustainability  and  outreach  objectives 
of  microbank  operations,  as  focusing  on  profitability  discourages 
microbanks  to  provide  small-scale  loans  to  poor  clients.  The  reason 
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is  that  operational  costs  of  managing  small  loans  to  a  large  number 
of  poor  borrowers  are  significantly  higher  than  serving  one  large  loan 
to  non-poor  clients.  However,  there  are  potential  synergies  between 
operational  profitability  and  outreach  of  microbanJks  to  provide  saving 
services  to  poor  people.  Here,  operational  profitability  is  vital  as  none 
will  put  faith  to  MFIs  are  seen  to  be  improfitable  (Zeller  and  Johanssen 
20C6).  There  is  mounting  evidence  that  business  acumen  and  financial 
performance  of  BRI-units  lead  to  the  successful  mobilization  of  rural 
savings,  leading  to  a  greater  lending  capacity. 

Figure  2  Internal  and  External  Factors  Affecting  Microfinance 

Objective 

External  Factor   


Social  Capital  Aspects 


Internal  Factor 


Macroeconomic  Conditions 


Formal  Regulations 


Moreover,  a  potential  synergy  also  arises  between  the  achievement 
of  sustainability  and  the  welfare  impact  of  microfinance  to  poor  clients. 
For  instance,  attempts  to  achieve  profitability  encourage  microbanks 
to  improve  the  quality  of  financial  products.  As  result,  microbanks 
can  anticipate  poor  clients  demanding  more  sophisticated  financial 
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services.  Having  access  to  more  advanced  financial  services  can  lead 
the  poor  to  expand  production  and  income.  There  are  a  number  of 
empirical  evidence  that  access  to  loans  from  microbanks  facilitates 
poor  people  to  improve  child  education,  basic  nutrition,  being  more 
capable  of  financing  productions,  and  smoothing  consumption  in 
response  to  unpredictable  shocks  such  as  harvest  failures,  sickness 
and  death  (e.g.,  Khandker  2003,  Meyer  and  Nagarajan  1999,  Hulme 
and  Mosley  1996). 

There  are  also  potential  trade-offs  and  synergies  between 
the   triangular   objectives   of  semi-formal   and   informal  MFIs 
Unlike  microbanks,  the  profitabmty  objective  of  cooperatives  and 
moneylenders  can  be  achieved  in  parallel  with  fulfilling  the  outreach 
objective  of  serving  poor  clients.  This  is  the  case  as  attempts  at 
maintaining  profitable  operations  do  not  cause  these  MFIs  to  increase 
the  size  of  loans  to  poor  people.  Semi-formal  and  informal  MFIs  can 
provide  smaU  loans  to  the  poor  with  profitable  operations  through 
exploiting  social  capital  of  the  poor.  They  can  minimize  the  risk  of 
such  small-scale  loans  through  informal  lending  approaches,  and 
linking  loans  witii  social  networks  of  the  poor.  However,  a  ti-ade- 
off  exists  between  the  outreach  objective  and  the  welfare  impacts  of 
informal  loans  to  poor  clients.  As  the  survey  of  microfinance  cHents 
in  the  Boyolali  shows,  there  are  some  positive  correlations  between 
borrowing  from  moneylenders  and  probability  of  having  household 
financial  difficulties. 

That  means  poor  people  borrowing  from  moneylenders  have 
greater  probabihty  of  having  financial  problems.  This  is  the  case 
as  loans  from  moneylenders  are  often  used  to  finance  household 
consumptions  ratiier  tiian  productions  of  the  poor.  As  a  result,  loans 
for  consumptive  purposes  have  little  income-generating  effects,  and 
hence  fail  to  reduce  the  probabHity  of  facing  financial  difficulties.  This 
implies  that  the  capability  of  moneylenders  to  service  the  outieach 
objective  tiirough  providing  small-scale  loans  cannot  improve  the 
welfare  of  poor  people,  as  such  loans  are  used  to  finance  consumptions 
rather  than  supporting  productions.  In  addition,  a  contradiction  also 
occurs  between  the  profitability  objective  and  the  welfare  impact 


!MICROFINANCE  DEVELOPMENT  IN  INDONESIA 


241 


I  of  informal  finance  on  the  poor.  Moneylenders  for  instance,  seek  to 
I  maintain  profitable  operations  through  setting  high  loan  interest  to 
I  poor  borrowers.  Combined  with  frequent  loan  installments  (e.g.,  daily 
,  and  weekly),  high  loan  interest  of  moneylenders  puts  downward 

pressure  on  the  low  income  of  the  poor.  Profitable  operations  of 
:  moneylenders  thus  potentially  have  a  low  impact  on  the  welfare  of 

poor  people. 

INTERNAL  AND  EXTERNAL  FACTORS  OF  ACHIEVING 

MICROFINANCE  OBJECTIVES 
ll 

As  indicated  in  Figure  2,  the  achievement  of  microfinance 
objectives  is  affected  by  internal  and  external  factors.  The  inner  square 
of  the  figure  constitutes  the  internal  factors  including  productivity 
and  efficiency,  profitability,  financial  self-suifficiency  and  operational 
linkages  among  MFIs.  The  upper  square  of  the  figure  encompasses 
the  external  factors  consisting  of  social  capital  aspects,  macroeconomic 
conditions  and  formal<regulations.  These  factors  are  interrelated  in 
affecting  the  microfinance  objectives.  Considering  the  internal  factors, 
there  is  evidence  that  profitability  is  the  result  of  an  increase  in  labor 
productivity  and  efficiency  of  microfinance  operations.  The  BRI-unit 
system,  for  instance,  is  the  leading  MFI  in  rural  areas  of  Indonesia 
that  has  successfully  maintained  profitable  operations  through  an 
increase  in  productivity  and  organizational  efficiency. 

A  small  number  of  staff  in  each  xmit  (e.g.,  five  staff  and  one 
chief  officer)  can  generate  the  remuneration  that  supports  labor 
productivity  of  the  BRI-imits.  Aroimd  6%  to  10%  of  annual  profits  of 
the  BRI-imit  are  distributed  to  all  employees  as  an  incentive  bonus. 
Financial  rewards  and  certificates  of  appreciation  are  also  given  to 
all  staffs  of  the  BRI-units  that  achieve  sound  business  practices.  Such 
financial  bonus  and  awards  provides  strong  incentives  for  the  BRI- 
imit  staff  to  increase  labor  productivity  (Robinson  2002).  However, 
the  successful  performance  of  the  BRI-imits  is  the  result  of  long-term 
efforts  and  experience  in  dealing  with  small-scale  clients.  The  BRI- 
imits  took  more  than  25  years  to  become  the  world-most  efficient  MFI 
(Robinson  2002). 
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The  immediate  effect  of  operational  profitability  is  a  greater 
capacity  of  MFIs  to  achieve  financial  self-sufficiency.  The  achievement 
of  financial  self-sufficiency  depends  on  two-related  factors:  profitabiUty 
and  saving  mobilization  capacity  of  MFIs  (see,  Zeller  and  Johannsen 
2006;  Charitonenko  and  Afwan  2003;  Charitonenko  et  .al.  2004- 
Christen  2001).  The  profitability  focus  of  microbanks  can  lead  to  a 
greater  capabUity  of  mobilizing  saving  from  the  public.  The  profitable 
operation  gives  rise  to  saving  mobilization  capacity  because  this  is  the 
basis  for  small-scale  depositors  to  save  their  money  with  microbanks. 
It  is  evident  that  the  key  issue  of  micro-financial  business  is  the 
matter  of  trust  in  the  credibility  of  financial  institutions.  Depositors 
put  faith  in  MFIs  holding  their  money  because  they  recognize  that 
such  MFIs  are  operationally  profitable.  There  is  thus  no  doubt  that 
the  saving  mobiHzation  capacity  of  }AFls  hinges  on  their  capability 
of  maintaining  profitable  operations.  A  greater  saving  mobilization 
capacity,  tiien,  facifitates  MFIs  to  finance  tiieir  operations,  perceived 
vital  for  achieving  the  oufa-each  objective  and  tiie  welfare  impact  of 
microfinance  services  on  poor  clients. 

However,  the  outreach  objective  and  tiie  welfare  impacts  of 
microfinance  cannot  be  achieved  witiiout  operational  linkages 
among  formal,  semi-formal  and  informal  MFIs.  Such  operational 
linkages  are  important  to  avoid  tirade-offs  between  the  triangular 
objectives  of  microfinance  operations.  As  previously  stated,  focusing 
on  profitability  can  reduce  the  capability  of  microbanks  to  provide 
loans  to  poor  clients.  In  contirast,  semi-formal  and  informal  MFIs  such 
as  cooperatives,  ROSCAs  and  moneylenders  can  achieve  profitable 
operations  in  parallel  with  deepening  their  outieach  of  serving  the 
poor.  In  this  regard,  the  achievement  of  the  sustainability  and  outi:each 
objectives  of  microbanks  can  be  synergized  through  developing 
operational  linkages  with  cooperatives,  moneylenders  and  other 
informal  MFIs,  such  as  ROSCAs.  These  MFIs  can  play  the  role  as 
channeling  agents  of  microbank  loans  to  poor  clients. 

Over  time,  the  operational  linkages  facilitate  microbariks  to 
maintain  the  expansion  of  serving  non-poor  clients  without  reducing 
their  outreach  capability  of  serving  tiie  poor.  This  can  be  achieved 
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in  two  ways.  First,  the  linkage  banks  can  reduce  operational  costs  of 
managing  small-scale  loans  to  poor  clients  through  decentralizing 
loan  monitoring  and  collection  to  cooperatives,  ROSCAs  and 
moneylenders.  Second,  in  the  long-run  the  linkage  banks  can  gain 
market  expansion  through  a  greater  demand  of  the  poor  for  financial 
services  of  microbanks.  This  is  the  case  as  small  loans  provided 
through  informal  and  semi-formal  MFIs  can  increase  production  and 
incomes  of  the  poor,  leading  to  the  demand  for  more  sophisticated 
financial  products  of  microbanks.  This  indicates  that  a  potential 
synergy  between  the  sustainability  objective  and  the  welfare  impact 
of  microfinance  can  be  achieved  when  there  are  operational  linkages 
between  MFIs.  As  indicated  in  the  microfinance  survey  in  Boyolali, 
lending  of  the  BRI-units  through  self-help  groups  of  poor  people,  such 
as  ROSCAs,  results  in  high  repayment  rates.  This  is  consistent  with  the 
study  of,  Parhusip  and  Seibel  (2000)  that  having  operational  linkages 
with  cooperatives  enhances  lending  mobilizations  of  microbanks  to 
poor  people  with  high  loan  repayment  rates. 

^  From  the  perspective  of  informal  and  semi-formal  MFIs,  the 
benefit  of  having  operational  linkages  is  that  they  can  obtain  financial 
support  and  business  training,  such  as  basic  accounting  skills  from 
their  fellow  microbanks.  Such  linkages  help  informal  MFIs  improve 
productivity  and  operational  efficiency.  However,  it  is  worth  noting 
that  the  development  of  operational  linkage  among  MFIs  hinges  on 
their  business  performance.  Microbanks  are  very  likely  unwilling  to 
establish  operational  linkages  with  semi-formal  and  informal  MFIs 
that  are  seen  to  have  unprofitable  operations.  Only  microbanks  that 
are  operationally  profitable  and  financially  sufficient  will  be  capable 
of  developing  operational  linkages  with  other  MFIs.  This  indicates 
that  soimd  business  practices  are  a  prerequisite  for  the  achievement 
of  market-driven  linkages  between  formal,  semi-formal  and  informal 
MFIs. 

Furthermore,  in  Figure  2  social  capital  of  poor  clients  can  be 
recognized  as  internal  and  external  factors  contributing  to  the 
achievement  of  microfinance  objectives.  Being  an  internal  factor,  social 
capital  affects  business  operations  of  MFIs  in  serving  poor  people. 
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Lending  provisions  of  cooperatives,  ROSCAs  and  moneylenders 
are  delivered  to  poor  people  on  the  basis  of  trust,  friendship,  and 
reciprocity.  These  MFIs  can  provide  non-coUateral  loans  to  poor 
borrowers  because  they  can  link  loans  with  social  networks  of  the 
poor.  Face-to-face  interactions  and  close  friendships  with  poor  dients 
facilitate  these  MFIs  to  recognize  the  creditworthiness  of  the  poor, 
thus  minimizing  the  rate  of  loan  default.  Having  close  friendships 
with  lenders,  the  poor  borrowers  are  encouraged  to  repay  their  loans 
because  loan  defaults  can  lead  them  to  face  social  punishment  (e.g., 
bad  reputation  and  social  exclusions),  as  the  injured  lenders  caii 
inform  to  the  public. 

Moreover,  social  capitals  can  be  seen  as  an  external  factor  in 
the  sense  that  they  arise  in  the  context  of  community  relationships. 
Here,  social  capitals  are  similar  to  institutional  environments  that 
affect  decisions  to  lend  and  borrow  from  others.  For  instance,  lending 
provision  on  the  basis  of  moral  community,  such  as  lending  among 
relatives,  neighbors  and  friends,  is  the  way  poor  people  cope  with 
a  lack  of  access  to  bank  loans.  It  can  provide  access  of  the  poor  to 
finance  as  loans  is  delivered  without  physical  collateral  and  often 
carry  no  (very  low)  interest  rates. 

Social  capital  in  the  form  of  kinship  relationship  can  also  enhance 
access  of  poor  people  to  formal  finance  in  two  ways.  The  first  is  that 
maintaining  kinship  and  friendship  networks  can  lead  to  a  greater 
access  to  microbank  loans.  For  instance,  maintaining  relationships 
with  relatives  and  commimity  leaders  can  enhance  access  of  the  poor 
to  microbank  loans  through  their  role  as  loan  co-signers  and  witnesses. 
The  second  is  through  relatives,  friends,  and  community  leaders 
providing  information  about  the  borrowing  procedure  of  microbanks. 
As  shown  in  the  survey  of  microfinance  clients  in  the  Boyolali  district, 
a  large  proportion  of  poor  people  obtaining  microbank  loans  through 
information  provided  by  their  relatives,  friends  and  community 
leaders.  Hence,  it  can  be  said  that  the  utilization  of  social  and  familial 
networks  can  help  the  poor  reduce  informational  constraints  in 
accessing  formal  finance. 
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Moreover,  the  external  factors  affecting  microfinance  objectives 
are  macroeconomic  conditions  and  formal  regulation  of  MFIs.  Several 
studies  have  found  that  the  unstable  macroeconomic  conditions  such 
as  banking  (financial)  crises  have  severe  impact  on  the  microfinance 
industry.  A  collapse  of  MFIs  resulting  from  financial  crises  can  cause  a 
loss  of  valuable  savings  of  poor  people,  and  hence  potentially  reduce 
the  welfare  of  the  poor.  More  importantly,  the  collapse  of  MFIs  can 
lead  to  the  loss  of  the  relationship-specific  social  capital  built-up 
between  MFIs  and  poor  clients  (Moll  2005).  Social  capital  in  the  form 
of  mutual  trust  and  social  networks  between  MFIs  and  poor  clients 
cannot  be  replaced  in  the  short-to-medium  run.  Instead,  building  up 
confidence  of  poor  clients  with  MFIs  requires  long-term  efforts. 

It  is  also  evident  that  financial  crises  can  hinder  the  development 
of  MFIs  as  the  government  often  prefers  to  restructure  large  banks 
rather  than  MFIs.  In  the  Indonesian  financial  crisis  of  1997/98  for 
instance,  a  government  priority  was  to  rescue  large  banks  in  the  name 
of  the  "national  interest",  while  a  large  number  of  insolvent  MFIs  were 
less  visible  and,  thereby,  neglected.  As  Martowijoyo  (2007)  reveals, 
following  the  crisis  the  number  of  village  banks,  such  as  BKDs  (Bank 
Kredit  Desa),  fell  significantly  from  4,806  in  1999  to  4,482  in  2005,  an 
average  of  45  units  per  year.  The  government  is  seemingly  unwilling 
to  give  financial  support  to  the  insolvent  BKDs,  as  they  prefer  to 
work  with  "modem"  institutions,  such  as  BRI-units  and  the  Grameen 
Bank  replications  (Martowijoyo  2007).  Hence,  the  achievements 
of  microfinance  objectives  in  Indonesia  are  highly  affected  by  its 
macroeconomic  stability. 

The  second  external  factor  is  associated  with  formal  regulations  of 
MFIs.  Microfinance  regulations  in  Indonesia  are  complex  in  terms  of 
various  formal  institutions  being  involved  in  microfinance  supervision 
and  regulation.  The  ministry  of  cooperative  and  small-scale  business, 
for  instance,  is  responsible  of  supervising  and  promoting  credit 
cooperatives.  The  supervisory  role  of  microbanks  is  imdertaken  by 
the  central  bank.  Bank  Indonesia.  BRI-units  supervise  rural  credit 
institutions  (BKDs)  on  behalf  of  the  central  bank,  while  the  provincial 
development  bank  {Bank  Pembangunan  DaerahfBFD)  takes  up  the  role 
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Of  supervising  local-government  credit  banks,  such  as  BKKs  in  the 
Central  Java  province.  Following  the  financial  crisis  of  1997/98  there 
has  been  a  substantial  change  in  microbank  regulations  in  Indonesia 
Microbank  regulations  were  renewed  in  2000,  so  as  to  enhance  the 
capital  structure  of  the  microbank  industry.  Sound  banking  practices 
of  imcrobanks  has  been  advanced  through  the  implementation  of 
new  CAMEL  (Capital  adequacy.  Assets  quality.  Management,  Earring 
and  Liquidity)  requirements.  The  new  CAMEL  poHcy  can  strengthen 
sound  financial  practices  of  microbanks  but  potentiaUy  reduce  their 
outreach  capacity  of  serving  poor  people. 

Adherence  to  the  new  CAMEL  rating  requirements  has  resulted  in 
microbanks,  particularly  BKKs  suffering  from  a  decline  in  the  number 
of  poor  cHents.  They  shift  segmented  markets  from  poor  people  to 
non-poor  people  to  maintain  profitability  and  hence  conforming  to 
the  new  CAMEL  requirements.  A  number  of  viUage  posts  and  smaU- 
scale  cUents  are  no  longer  considered  in  the  new  CAMEL  rating 
criteria.  As  a  result,  they  are  discouraged  from  serving  poor  people. 
The  new  microbank  policy  also  leads  to  the  termination  of  a  long-term 
linkage  between  provincial  development  banks  (e.g.,  BPDs)  and  local 
government-owned  credit  institutions  (such  as  Bank  Kredit  Kecamatan/ 
BKKs).  The  BPD  of  the  Central  Java  province  is  no  longer  permitted 
to  supervise  the  BKKs  as  they  were  transformed  into  microbanks. 
The  business  operations  of  BKKs  are  presently  subject  to  central  bank 
regulation  and  supervision.  Moreover,  the  BKKs  also  cannot  legally 
place  their  liquidity  surplus  in  the  BPD  because  such  a  placement 
is  subject  to  legal  lending  limits  for  third  parties.  Consequently  the 
BPDs  have  withdrawn  their  share  contributions  in  BKKs,  having  the 
effect  of  reducing  relationships  between  BPDs  and  BKKs  (Martowijoyo 
2007).  BKKs  will,  thus,  no  longer  likely  gain  financial  support  and 
training  from  BPDs. 

In  semi-formal  MFIs,  the  cooperative  regulation  of  1999  abolished 
the  monopoly  of  state-sponsored  cooperatives  (KUDs)  as  the  only 
cooperative  in  sub-district  levels.  This  policy  paves  the  way  for  an 
increase  in  a  number  of  microcredit  cooperatives,  including  Islamic- 
based  cooperatives  (BMTs).  Tlie  number  of  credit  cooperatives  (Koperasi 
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Simpan  Pinjam/KSP)  significantly  increased  from  1.0  million  in  2000  to 
1.6  million  in  2006,  while  BMTs  increased  from  2,914  to  3,038  (Ministry 
of  Cooperative  2006).  However,  since  2004  the  status  of  the  Ministry  of 
Cooperatives  has  reduced  to  a  "state  ministry".  This  means  that  it  no 
longer  has  its  provincial  and  district  level  offices,  resulting  in  a  lower 
capability  to  supervise  cooperatives.  Overall,  it  can  be  concluded  that 
the  changes  in  formal  regulations  potentially  has  both  positive  and 
negative  effects  on  the  achievement  of  microfinance  objectives. 

I 

CONCLUSIONS 

The  leading  advocate  of  microfinance  commercialization  claims 
that  there  is  no  contradiction  between  profitability  practices  and  the 
outreach  capacity  of  MFIs  to  serve  poor  people.  Instead,  profitability 
is  the  milestone  of  microfinance  operations,  providing  sustainable 
financial  serves  to  the  poor.  This  view  arises  as  the  proponents  of 
commercialization  propose  business-  like  approaches  in  imderstanding 
business  operations  of  MFIs.  Hence,  MFIs  are  recognized  as  similar 
to  other  "modem"  financial  institutions,  and  that  their  business 
operations  are  narrowly  assessed  according  to  prudent  standards  of 
bai\king  practices  (see,  CGAP-the  World  Bank  2004;  Charitonenko  et. 
al.  2004;  Charitonenko  and  Afwan  2003;  Christen  2001).  This  paper  does 
not  support  this  view  regarding  a  diverse  operational  characteristic 
of  MFIs  in  Indonesia.  MFIs  are  not  an  automatic  panacea  to  poT'-erty 
outieach  as  they  have  a  different  capability  of  serving  poor  people, 
while  maintaining  profitable  operations. 

Indeed,  trade-offs  do  exist  between  the  profitability  and  outreach 
objectives  of  microbanks  to  serve  poor  people.  Urvlike  microbanks 
however,  cooperatives,  ROSCAs  and  moneylenders  can  maintain 
profitable  operations  without  reducing  their  capability  of  serving  poor 
people.  These  MFIs  can  serve  poor  people  with  profitable  operations  as 
they  can  link  loans  with  the  social  networks  of  poor  people.  However, 
the  financial  business  of  these  MFIs  is  largely  consti-ained  by  limited 
resources,  low  skills,  small-scale  operation  and  locality.  As  such,  they 
mostiy  fail  to  anticipate  the  poor  demanding  sophisticated  financial 
services.  A  single  commercial-based  approach  is  thus  inappropriate 
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to  understanding  the  complexity  of  the  microfinance  industry  in 
Indonesia.  Instead,  microfinance  policy  and  practices  require  a  holistic 
approach  that  links  diverse  operational  characteristics  of  MFIs  with 
the  socioeconomic  nature  of  poor  clients. 

This  paper  results  in  the  following  policy  impHcations  from  the 
view  of  microfinance  practitioners,  policymakers  and  scholars.  Firstly, 
with  regard  to  the  heterogeneous  nature  of  the  microfinance  industry! 
the  industry  does  not  constitute  homogenous  institutions;  instead 
It  consists  of  a  variety  of  MFIs  covering  formal,  semi-formal  and 
informal.  Each  MFI  has  its  own  operational  characteristics  and  cHents 
Similarly,  the  clients  of  MFIs  also  vary  in  many  respects,  such  as  vis- 
a-vis occupation,  income,  education  level,  asset,  age,  gender,  access 
to  social  networks,  and  organizational  capacity.  The  heterogeneous 
characteristics  of  cUents  imply  that  poor  people  are  not  homogeneous 
individuals  in  terms  of  having  the  same  access  to  finance. 

While  some  poor  clients  can  access  formal  MFIs  such  as  microbanks, 
many  others  utilize  informal  finance  from  relatives,  friends,  ROSCAs' 
moneylenders  and  cooperatives.  Such  heterogeneous  characteristics 
lead  to  market  segmentation,  as  MFIs  do  not  have  the  same  capacity 
of  overcoming  information  and  enforcement  problems  in  lending  to 
the  poor.  Consistent  with  previous  studies  (e.g..  La  Ferrara  2000;  Hoff 
and  StigHtz  1993,  1997;  Aleem  1993;  Beasley  et.  al.  1995),  this  paper 
confirms  that  informal  MFIs,  such  as  moneylenders,  ROSCAs  and 
cooperatives  can  overcome  such  problems  through  linking  financial 
services  with  the  social  capital  of  poor  clients.  Hence,  they  can  provide 
small  loans  to  the  poor  on  the  basis  of  social  collateral,  such  as  mutual 
trust,  friendship  and  reciprocity.  On  the  other  hand,  microbanks 
face  several  constraints  in  serving  poor  clients  due  to  having  formal 
banking  procedures,  collateral  requirements,  and  a  greater  average 
size  of  loans.  As  such,  microbanks  are  said  to  be  far  from  social 
networks  of  poor  people,  and  being  less  flexible  than  informal  MFIs 
in  serving  poor  people. 

It  is  evident  that  Indonesia  has  successfully  promoted  its 
microfinance  industry  tlirough  the  commercialization  approach  on 
microbank  operations.  The  widely-cited  example  is  tlie  development 
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of  the  BRI-units  and  the  BPR  system.  However,  it  should  be  challenged 
that  the  commercial  practices  of  microbanks  leads  to  a  greater 
capability  of  serving  poor  people.  It  is  found  that  the  majority  of  the 
BRI-unit  clients  are  middle  class  farmers,  traders  and  government 
officials.  The  average  size  of  the  BRI-unit  loans  is  too  large  to  be 
accessible  by  poor  people  demanding  small-scale  loans.  In  this  regard, 
this  paper  proposes  that  a  favorable  microfinance  policy  for  Indonesia 
is  promoting  the  development  of  microbanks  in  parallel  with  semi- 
formal  and  informal  MFIs  such  as  cooperatives,  rural  barJcs,  self-help 
groups  and  moneylenders. 

As  such,  the  microfinance  authority  should  facilitate  operational 
linkages  among  MFIs  through  the  following  policies.  The  first  is  that 
the  microbank  authority  can  provide  tax  incentives  to  microbanks  that 
have  successfully  linked  their  business  operations  with  cooperatives, 
rural  banks,  microfinance  NGOs  and  self-help  groups  of  poor  people. 
The  second  is  that  the  authority  should  design  the  CAMEL  rating 
criteria  of  microbank  to  include  a  number  of  cooperatives,  NGOs 
and  self-help  groups  being  served.  This  will  encourage  microbanks 
to  develop  operational  linkage  with  semi-formal  and  informal  MFIs. 
The  third  is  that  operational  linkages  with  informal  and  semi-formal 
MFIs  can  be  encouraged  through  promoting  the  corporate  social 
responsibility  of  microbaiiks  to  provide  financial  business  training 
to  cooperatives,  self-help  groups  (ROSCAs)  and  rural  banks  (e.g., 
BKDs),  and  small-enterprise  associations  (farmer  and  petty  traders 
associations).  The  aim  is  to  enhance  the  capacity  building  of  poor 
people  and  micro-enterprises  in  dealing  with  financial  business. 

Secondly,  microbaiik  policy  intervention  should  not  only  focus 
on  financial  aspects  but  also  the  outreach  capability  of  serving  poor 
clients.  Despite  the  achievement  of  profitability  microbanks  should 
accomplish  the  social  missiorr-of  serving  poor  people.  Hence,  the 
microbank  authority  should  create  regulations  that  strengthen 
prudent  microbank  operations  in  parallel  with  enhancing  the 
outreach  capacity  of  serving  poor  people.  Such  regulations,  among 
others,  include  microbank  rating  criteria  that  value  a  number  of 
poor  clients  being  served,  small-scale  savings  and  loans,  and  village 
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posts.  Considering  the  high  costs  of  managing  small  loans  and  village 
posts,  the  government  can  provide  financial  subsidies  in  the  forms 
of  soft  loans  or  tax  relief  to  support  the  operation  of  village  posts. 
Furthermore,  the  deposit  guarantee  policy  for  microbanks  since  1998 
should  be  sustained  in  order  to  protect  poor  savers  against  capital 
losses  due  to  the  bankruptcy  of  microbanks. 

Thirdly,  it  is  vital  for  microfinance  practitioners,  such  as 
cooperative  leaders,  microfinance  NGOs  and  microbank  officers  to 
continuously  create  financial  innovations  of  serving  poor  clients. 
However,  such  innovation  does  not  necessary  mean  the  creation 
of  new  financial  products  or  methods.  Instead,  it  can  be  developed 
through  adaptations  of  the  existing  business  practices  of  informal 
MFIs,  such  as  moneylenders  and  ROSCAs.  These  informal  MFIs  have 
successfully  coped  with  the  high  risks  of  lending  to  poor  people 
through  informal  approaches.  There  is  evidence  that  informal  lending 
approaches  enable  informal  MFIs  to  exploit  the  social  networks  of 
poor  clients,  leading  to  high  repayment  rates  of  loans.  In  this  regard, 
microfinance  practitioners  need  to  consider  informal  approaches 
rather  than  formal  borrowing  procedures  in  dealing  with  poor  clients. 
This  can  be  undertaken  through  frequent  visits  of  lending  officers  to 
the  home  and  workplace  of  poor  clients.  The  benefit  of  having  dose 
friendships  with  clients  is  that  it  can  generate  reciprocal  obligations 
of  the  poor  borrower  to  repay  loans.  Lending  innovation  can  also 
be  developed  through  delivering  loans  to  self-help  groups  of  poor 
people,  such  as  ROSCAs,  religious  associations,  sport  clubs  and 
many  other  community  associations.  As  has  been  widely  recognized, 
lending  to  groups  of  poor  people  enables  MFIs  to  exploit  the  role 
of  social  cohesion  and  peer  pressure  in  minimizing  the  rate  of  loan 
default.  Group  lending  methods  also  help  MFIs  to  closely  monitor  the 
usage  of  loans.  -  ""^ 

Fourthly,  government  microcredit  programs  should  be  linked 
with  the  existing  networks  of  the  rural  community  including  religious 
organizations,  self-help  groups,  and  micro-enterprise  associations.  In 
such  community  organizations  face-to-face  interaction  and  community 
leaders  can  help  strengthen  the  accountability  of  microcredit  programs. 
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SO  as  to  avoid  corrupt  practices.  Furthermore,  community  leaders, 
local  academics  and  NGOs  can  be  assigned  to  provide  financial  and 
business  trairung,  and  organize  group  meetings  and  discussions, 
while  microbanks  play  the  role  of  channeling  microcredit  programs  to 
group  members.  In  the  long  run,  the  performance  of  such  microcredit 
programs  can  imderpin  the  functioning  of  social  intermediations  of 
microfinance  to  poor  people.  Social  intermediation  of  microfinance 
meaiis  that  financial  services  of  MFIs  are  delivered  in  parallel  with 
strengtheriing  production,  human  resources,  and  social  capital  (e.g., 
wider  networks)  of  poor  clients,  and  prepare  them  to  deal  with  more 
advanced  banking  practices  (Bennett  1996). 
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